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PREFACE TO THE SECOND EDITION 

Retailing is a rapidly changing field, one where institutions and 
applications of principles are never static The rise of the super- 
market, for example, is one change which has occurred among 
retailing institutions since the first edition went to press The 
stores throughout the country have made new applications of 
retailing principles which have necessitated the rewriting of 
nearly all chapters in the text 

The footnotes of the first edition have been replaced largely 
by more recent references, and the Sixteenth Census of the 
Umted States has provided new statistics that are especially 
important for Chapter II. 

The authors appreciate the comments and suggestions which 
have come fiom teachers and students who have used the first 
edition of the text and have tried to incorporate the suggestions 
m the revised edition. 

Clabe Weight Bakkbe, 
Ira Dennis Anderson 

Indiana Univnusity, 

Noethwhsthun UNivBRBrrT, 

Septemhar , 1941 




PREFACE TO THE FIRST EDITION 


The purpose of this book is to givo the student of retailing a 
general survey of those principles which govern successful store 
management. The first two chapters, which are of an intro- 
ductory nature, give a very brief historical background and an 
outline of present-day types of retail institutions. 

After this introduction the book discusses the various phases 
of retailing in the order in which they might arise in the average 
store. First there must be found a location for the store; then 
there must be a building and fixtures; the form of organization 
must be determined, the wants of the prospective customers ' 
must be ascertained; merchandise to meet these wants must 
be purchased, received, and priced Succeeding chapters take 
up the other problems which present themselves to the retailer 
as he conducts his business. 

Rapid changes have come about in the distnbution of mer- 
chandise. Especially is this true in the climax of the distributive 
process — ^the retailing of merchandise — which places these goods 
in the hands of the ultimate consumer. Neither the manu- 
facturer nor the wholesaler can be successful unless the retailer 
succeeds in selling the goods which the former have manufactured 
and distributed; thus, we find the manufacturer and wholesaler, 
as well as the retailer, vitally interested in studying the principles 
underlying successful retailing. The bank and investment house 
dealing in the securities of retail establishments, the accountant 
who audits the store’s books, the advertising executive or mer- 
chandising counselor who helps the manufacturer plan his sales 
campaign, and various trade association officers all need a knowl- 
edge of the principles of retailing. Many college students, both, 
men and women, are prepanng themselves to enter various phases 
of retail merchandising All the above-mentioned students of 
retailing, whether in college or in business, can study the prin- 
ciples of retailing in this book 

The footnotes thioughout the book give references to current 
business literature In some cases these show the source of the 
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material in the text, in other cases they show where additional 
reading material can be found on that particular subject, or 
again they may give supporting data for a statement in the 
main body of the book. In some instances the authors have 
thought it desirable to include as footnote material actual 
examples of the current practices and methods of retail stores. 
It is hoped the references to books and current periodicals will 
lead the student to make use of these sources for additional 
reading in connection with each chapter of this book. 

The authors wish to thank the various retail stores, publishing 
houses, trade publications, and trade associations for giving 
permission to use their statistics and material from their publica- 
tions. The authors also appreciate the helpful suggestions that 
have come from their students who have studied this book in 
' mimeographed form dunng the last six years. 

Clare Wright Barker, 
Ira Dennis Anderson. 

Indiana University, 

Ohio Wesleyan Univbrsity, 

March, 1935. 
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PRINCIPLES OF RETAILING 

CHAPTER I 

THE RISE OP RETAILING 

The Heritage of Retailing, — The romance of retailing runs 
through the entire story of the human race. From the very 
beginnings of recorded history and even back into those ages for 
which only excavations give us a record, we find that men have 
traded with one another the necessities and luxuries of life. And 
through.it all there is the same objective — the same struggle of 
mankind better to satisfy his wants. It is this goal, the more 
complete satisfaction of our wants, which has led us on through 
countless centuries of business history. The shopkeepers of 
ancient Rome, the peddlers of the Middle Ages, and the operators 
of today’s supermarkets — aU are a part of the same family tree, 
for each in his own way has studied the desires of mankind and 
seived mankind in fulfilling them 

In spite of this noble record of service, the path of the retailer 
has not always been pleasant. It is one that starts on a humble 
and despised plane Scorned by the leaders of the state and looked 
down upon by priest, by scholar, and by soldier, the early retailer 
of the ancient world occupied a lowly position. The scholar 
mocked the shopkeeper as “weakest in body and unfit for any 
other work” and looked down on the retail trade “which is justly 
censured for it is unnatural and a mode by which men gain from 
one another.” The priest proclaimed, “As a nail sticketh fast 
beneath the joinings of the stones, so doth sin stick close between 
buying and selling.” As the centuries passed, however, the role 
of the retailer moved toward a higher level. Miriam Beard in 
her most interesting book, A History of the Bus^ness Man,^ 

1 Bhakb, Mibiam, a History of the Business Man, The Macmillan Com- 
pany, 1938. 
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chronicles this steady rise, presenting dramatic scenes of the 
merchant as he has played his part on tlie pages of history. To 
comprehend better the value of retailing to the world through the 
centuries, we shall now study the function that the retailer per- 
forms for us today. 

The Role of the Retailer, — Wc arc so accu.stomcd to receiving 
the benefits of our retailing in.stitution.s today that we take the.sp 
benefits and services for granted. Bcldom do we .stop to think 
what an important part the retailer plays in the lives of each of u.s 
At a time of widespread railroad .strikes, which tied up lailroad 
services, the public wa.s rudely awakened to its daily dependence 
on this means of transportation. If bueh a thing were to occur to 
the retail stoies of this country, there would quickly come to all 
of us a similar lealizalion that we are dependent upon our I’etail 
stores for the satisfaction of our daily need.s. 

A doctor de.sires a new suit of clothc.s for Easter. However, ho 
does not know of a factory making men’s clothing Wlien he does 
learn of one, he does not know whether it will sell him a suit at the 
price that he desires to pay or whether it rnako.s clothes of a .style 
that ho would like. When he does finally gc't this informat ion, he 
hesitates to send his money to the. factory until he receives the 
suit and yet is afraid his order will not be filled unless it is accom- 
panied by the money, for the factoiy do(>s not know him. Ho 
also has difficulty in getting liis measuroincnl.s and fears that, 
because these may not be accurate, the suit will not fit when he 
finally does get it. Nor is he sure of the difference in kind.s of 
cloths that might be u.sed; also, ho doulils if he can judge tho 
quality of the cloth and that of the workinanslup in the suit until 
after he has worn it. He is a specialist in his line, that of medi- 
cine; yet he is not prepared to satisfy his clothing needs without 
the assistance of someone who is a specialist in that line So he 
goes to a retail store and lets the clothing merchant show him a 
suit, give him stylo advice, make the necessary alterations, send 
the suit to him ready to wear, and, no doubt, extend him credit. 
All this' takes only half an hour or less of the doctor’s time and 
relieves Mm of all the worry and uncertainty involved in the first 
process. 

>■ In general this method of illustrating tho function of the retailer follows 
that used by Ruth heigh in ElemmU of Relailing, pp. 1-8, D. Appleton- 
Century Company, Ino. 
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It is only when we try to visualize a world without the retailer 
that we realize how much he does for us. Before we become 
aware of our own needs, he has foreseen them and has searched 
the world to get the things that will satisfy them. He has 
anticipated the number of each style, size, and quality of product 
that will be wanted and has placed his order weeks or months in 
advance. Pie has his merchandise on display by the time the 
consumer realizes his need He as ready to give expert advice and 
to help tho consumer make a wise selection Today, the retailer 
stands as the connecting link between the manufacturer and the 
consumer. His importance in that chain is shown by the state- 
ment that the retailer is the neck of the bottle of distribution. 
Tho high place the merchant occupies today in our distributive 
system is not one that has been easily acquired. As we have said, 
it is the result of an evolution that has been going on for centuries, 
an evolution whose beginnings go back to the dawn of history 
itself and whose unfolding “is very largely a story of a people’s 
progress ” The present position of the retailer has been won by a 
recognition of the services he renders to us all. Having looked at 
the functions of retailing, we shall turn now to ancient times and 
trace briefly the rise of retailing. 

The Origin of Retailing. — ^The need for trade grew out of the 
division of labor. The primitive family usually produced all 
the things they required. But as one individual or family 
increased in skill in the production of a certain article and another 
became skillful in the production of another article, each had a 
surplus of his own. In Older to dispose of his own surplus and to 
get some of the other man’s goods that he desired, trading was 
necessary. This early retailmg was carried on by means of barter 
and trade. One man exchanged some of his furs for the beads 
or food of another man. Thus, these men were usually both 
manufacturer and retailer. Thei*e is much evidence of wide- 
spread trade among the American Indians before the coming of 
the white man. 

It was not until a later time that a separate class arose to spend 
its entire time in transferring goods from the maker to the con- 
sumer. Barter was an adequate method of trade in primitive 
society; but as life became more complex through increasing 
division of labor, it was necessary for someone to act as an inter- 
mediary between producer and consumer. Often a man would 
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expose for sale in the 'market or bazaar his own handiwork and 
that of others as well which he had acquired by trade or which had 
been left to him to sell. 

Until some means of transportation could be found, retailing; 
could never become important The early peddler with his 
trinkets had to go from tribe to tribe and from village to village 
either on foot or by donkey. In the Orient the camel was insed 
and great caravans loaded with silks, apices, and other goods were 
sent by the traders from one section to another. Much of this 
trading consisted of luxuries, which no doubt partly accounts for 
the hostility of the early Chi’istian church. One of the early 
fathers of the church, St. Chrysostom, said that the same person 
could hardlj'- be both Christian and a mereliant. 

Ocean-going boats carried the trader from one shore to another. 
Beginning about 3000 n.c and continumg for almost two thou- 
sand years, the Cretans carried on trade in the Mediterranean 
lands 1 Not a great deal is known of this civilization, however. 
The Phoenicians followed the Cretans as the traders of this 
region. Tyre** and Sidon then became the gr(>at market cities of the 
world. Their caravans and boats readied from India to England 
and down into Africa. It was in the fifth and sixth centuries 
B.c. that we find the Phoenicians trading their wares in the ficilly 
Isles and on the coast of Cornwall for the English tin. Carthage 
was founded by the Phoenicians and became even more powerful 
than its parent cities of Tyie and Sidon, lusting until 149 B.c. 
when it was destroyed liy Home. 

During the time of the Homan Empire, .shops became very 
numerous in Rome as well as in other cities of the empire. In 
Rome itself were various shopping centers. Mo.st of the shops 
were small and earned on the outside a sign to designate the typo 
of merchandise. One excavation has revealed a nine-story 
“department store,” whose floors were connected by steep stair- 
ways. Apparently the more expensive articles wrere sold on the 
lower fl:oors, and the cheaper merchandise was on the liigher 
fl^oors. The exertion of the long climb was, no doubt, the 

1 For a more detailed discuesion of the origin of retailing, see PAtn. H. 
Ntstbom, Economics of Retailing, rev. ed., Vol. I, Chap. 8, The Ronald Press 
Company, 1930. 

* The Bible refers to lyre m “the crowning city, whose merohsats are 
princes, whose trafEokers are the honorable of the earth.” 

*1 
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reason for putting the “bargain basement” on the top floors of 
the store. The fall of the Roman Empire mai’ked also the 
collapse of the forms of retailing that had flourished during 
Roman supremacy. 

Markets and Fairs. — The “Dark Ages” in retailing lasted for 
several hundred years after the fall of Rome. The chief means of 
retailing during this time was the peddler. The lack of central 
authority, the great number of wais, and the heavy taxes and 
duties levied on traders discouraged those who tried to engage in 
trading. During the tenth centm-y, trade began to revive in a 
number of Italian cities. 

In England the peddler was the chief means of selling merchan- 
dise until after the Norman Conquest. He carried his store on 
his back and was nimble of wit in selling his articles at a high 
price to the credulous villagers Dishonesty in trading was not 
uncommon, and so people had to be very careful in every 
exchange Gradually, duiing this period, legal and fiscal restric- 
tions on trade were being lessened. In Magna Charta, we read, 
“ , . . Merchants shall have safety to go and come, to buy and 
sell, without any evil tolls, but by ancient and honest customs.” 

Fairs and markets assumed their greatest importance during 
the thirteenth century when it is estimated that there were over 
three thousand. The early markets and fairs had a rehgious 
foundation. At the feast days pf the saints, people gathered to 
worship at the church, and, at these religious festivals, trading 
sprang up. Thus, it became customary for people to gather at 
the church for the exchange of goods. It was said, “ . . . There 
is no great festival without a fair, no fair without a festival.” 
Most fairs and markets were held by virtue of royal grant. In 
making the grant, the king promised peace to those attending the 
fair. The church likewise helped give security to life and 
property. In return for this protection, both the church and the 
crown began to collect a toll or tax from those selling at the fair. 
There were a number of interesting laws and regulations concern- 
ing the early markets and fairs. ■ One provided that no new fair 
could start up within 7 miles of a previously established fair. N o 
selling could be carried on before the fair was offlcially opened or 
after it was declared closed. False rumors could nob be spread 
with the intent of influencing the price of any merchandise, nor 
could force or tjireats of force be used to prevent people from 
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bringing goods to a market or fair for sale. Forest ailing/ regrat- 
ing/ and engrossing* were usually prohibited. 

The fairs differed from the markets m that they Ia.stpd much 
longer, were larger in size, and, con.sequc'nLly, were fewer in num- 
ber. To these fairs often came merchants fioin all over the 
country and ci'cn from foreign coimtiii'.s Romctimc.s they 
bartered their goods for other goods; soinctimc's they exadianged 
them for gold and .silver. Ivatcr the fans bt‘canu- more places of 
amusement than trading ceniens. Tho,so who were unable to go 
to the fairs and markets were served by the peddlens who sccui'ed 
their merchandise at the fairs. 

Some of the medieval fairs .survived In modern timc,s and draw 
buyers from diffeiont parts of the world.'^ Among these were the 
fails at Leipzig, Lyons, and Nizhiui Novgorod. The Leipzig fair 
was first held about 1170. That at Nizhnii Nm-goiod at the 
juncture of the Volga and Oka rivers was one of the ino.st glamor- 
ous of all fairs While its early hi-story is not. known, thene are 
indications that it started during the fourtcemth c('ntur3'’ and 
continued a.s an important fair until the fall of imp(*rial llu.ssia. 

Shops. — Before the close of the twelfth cenlury, we lead of the 
“stall,” a wooden framework in fionb of Ihe house, iiiion which 
goods might bo di, splayed for sale. At limes, the.se W'oro on 
hinges so that, when not in use, they might ht' lei down agaimst (,ho 
wall. Soon there developed the .shop. The early Fnglish shop- 
keeper had his liomo and hi.s .sliop und(>r ilie same roof. Ordi- 
narily, the front part served as shop or salesroom and the back 
part was for living quarters. 

A writer of the time ascribes the extravagance of that period to 
the fact that display windows made such a .show in the eyes of 
those passing that they could not help gazing and buying dis- 
played knickknacks. In order to identifj’- the kind of shop, 
appropriate signs were put out in front. As an additional 
incentive to buy, someone was kept outside the shop to cry the 
wares contained within.* 

1 Buying up goods before they reached the market. 

* Reselling goods at the i^arket, 

* Ckirnermg goods on the 'market. 

* International B'atrs and Expositions, U.S. Department of Commerce, 
1929. 

‘ There was also the tendency for shops selling the same typo of merchon- 
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There waa much higgling over price, and one was likely to pay 
too much for an article if he were not a good trader; yet the ahops 
and shopkeepers were on a higher plane than the early peddlers 
80 far as honesty was concerned. Thus the shopkeepers of 
England became gradually a substantial class, although they 
were not looked up to socially. Their importance is indicated by 
the fact that, in a later period in English history, Napoleon is said 
to have referred to the English as a “nation of shopkeepers.” 

During the fourteenth and fifteenth centuries in most of the 
English towns there wore formed mercantile guilds. These were 
composed of the people who weie trading or selling m the town. 
The guilds attempted to regulate trade and to lessen competition. 
The term merchant at this time had a special meaning. A 
merchant waa usually an importer of meichandise and earned on 
his business on a large scale so that he resembled a wholesaler 
more than he did a retailer. Some merchants became quite 
prominent, Dick Whittington becoming Lord Mayor of London. ‘ 
In 1570, Sir Thomas Gresham constructed in London the Royal 
Exchange This building housed over one hundred shops or 
booths which were leased out to individual retailers for the sale of 
different types of merchandise. Sinular types of building were 
soon constructed in the other cities of England. ® 

American Trading Posts. — In America the retailor has reached 
the highest levels in the business and social life of the nation. 
But here, too, he had a humble origin. From the very beginning, 
the whites tiaded trinkets with the Indians in exchange for their 
furs We are told that Manhattan Island was bought from the 
Indians for $24 worth of beads and such goods. The Pilgrim 
Fathers proved good retailers, a phase of their life usually over- 
looked They brought in goods from England and with them 
bought furs and corn from the Indians. Soon they established 
posts where the Indians could come and trade. Similar trading 
posts were common along the entire frontier and continued in 
existence as the frontier moved westward, disappearing only when 
the frontier itself vanished. To these the Indians and white 
trappers brought their pelts and exchanged them for shot, powder, 

iTho portrait “The Merchant” by Holbein la of George Giaze, well- 
known merchant of the sixteenth century. SuiTOunding the merchant are 
the various accessories he used m his trade, 
s Nystbom, op. oii. 
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food, whisky, and the other things that tliey desired. As the 
frontier moved on, many of the trading posts dev<5loped into 
general stores supplying the wliite settlers with merchandise, for 
the Indians and trapper trade had left with the frontier. The 
peddler played a prominent part at tliis time in serving the 
villages and crossroads. First the Yankee pcddlc>r, then the Jew- 
ish peddler, roamed th(' country road.s with his “notions.”'’ 

The Early General Store. — ^As the fronlier and llie trading 
posts passed on, the villages and crossroads that arose in their 
wake had their general stores — characteristic American institu- 
tions. Here the stoickooper or retailer kept a general stock of 
merchandise.® Because his cimtomcrs were few and he had to 
carry the various necessities that they demanded, hi.s stock of any 
one commodity was not varied. Lack of variety was also due to 
the storekeeper’s limited capital and to the fact tliat he bought 
only once or twice a year. Fortunately for him, people’s wants 
were not gieat, and so the cu-stomera were satisfied with the 
limited stock he had in his store. Also, it might be said that 
because they saw so few things in the store, their wants in turn 
were few. As a community’s income grew greater, the general 
store increased in size and variety of goods handled, and its cus- 
tomens acquired new desires. The luxuries of one age became 
the necessities of the next. 

The general stores carried calico and other cotton and woolen 
goods, notions, household and farm hardware, staple groceries, 
stationery, and medicines commonly used in the homo at that 
time. Many of them carried whisky and rum, as well. To this 
store the farmers and townspeople looked for satisfaction of 
their needs. Often unable to pay in money, they would bring 
in their produce to exchange for the storekeeper’s goods. Having 
their wool, wheat, meal, maple sugar, etc., in payment of pur- 
cha.ses, the storekeeper had to dispo.se of the-se before he could 
purchase a new stock of merchandise. So the early American 
storekeeper not only served as a letailor but also often marketed 
much of the farmer’s produce as well. This method of exchange 

t Interesting descriptions of the activities of these peddlers are found in. 
an unpublished thesis by Edward Luke Hutton, of Indiana University, 
Th^ Yankee Peddler in Early America, 1941, and in Richardson L. Wright’s 
Hawkers and Walkere in Early America, J. R Lippincott Company, 1927. 

* Atotikton, Lfflwis E., The Pioneer Merchant in Mid-America, pp. 37-46, 
The University of Missouri Studies, 1939. 
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helped the retailer to realize, possibly better than he does today, 
the relationship between his own prosperity and that of the agri- 
cultural world. It was often necessary for the general merchant 
to extend long-time credit to his customer, who would settle his 
account at the store once a year. 

From the wife of one of these early general merchants, we hear 
the following: “Many a hot summer night when everyone else was 
asleep, I would go to the window and look into the western 
heavens to see if there was any sign of clouds While the stars 
wore beautiful, yet a cloud would have been more welcome for it 
would moan ram and that would mean crops for the farmers. 
Then they would come to the store and buy our meichandise.” 

The average general storekeeper made an annual trip to the 
city to secure his stock of goods for the next year Before the 
advent of the railroad or before it had reached his town, this 
journey was a tiresome and often a dangerous one One has 
only to read of the frightful conditions of the early roads to 
realize the reason for this. Having purchased his year’s sjaplplj^' 
of goods, he had to get them home by wagon, in many eases 

If an old-fashioned general storekeeper could visit a present- 
day retailers’ convention and hear the discussions of allocating 
of expense, unit-control records, and personnel problems, he 
would turn away in dismay, for he never heard of such questions. 
Scientific retailing had not yet arisen Nor did he have to 
contend with fickle fashion. Compared with today, one year 
was very similar to the next one. It was easier then to know 
what goods would be wanted; for trade was regular, and there 
was not present the constant possibility of sudden changes in 
fashion 

However, storekeeping then had phases with which the retailer 
of today does not deal The store was post office as well, and 
the retailer had to send and distribute the village mail. The 
general store played an important part in the social and pohtical 
life of the country. It served as the community center and club 
Great questions of state were discussed and settled around the 
stove in the winter and on its porch in the summer. This, 
together with the extension of long-time credit, constituted the 
“services” which the store rendered, and explains why the general 
store shared with the church the position of being heart of the 
town. Though now largely an outgrown institution, it served 



10 


PRINCIPLES OF RETAILING 


its community admirably during its time. Henry Ford, it is 
reported, once said in speaking of a general store, “This store 
represents the whole pioneer epoch in the history of this country. 
"WFat could be more intimately bound up with the lives of the 
people than a store where they procure the necessitie.s of everyday 
life?” 

The Modern General Store. — In recent yeans, tlu' automobile 
and better ioad.s hai'C caused a .shifiing of reiail Irade centers 
by making it possible for people to go much greater distanee.s to 
shop.*- This has led to a decline, in the retail buHiness of the 
small town and the crossroads where formerly the general store 
flourished In spite of this, there are some large and prosperous 
general stores doing an annual business of several hundred 
thousand dollars in sales. ^ This once i.ypieal Amonean institu- 
tion has survived, in a number of ca.ses, the world of yesf erday. 
Many of the modern general stores have adopted up-to-date 
methods of retailing and have forged ahead in the face of competi- 
tion Through rendering service to their fanning eoramunities 
ali^^giving good values, they have built up a largo and loyal 
clientele. The average general store of today finds its liest field 
in the sale of convenience merchandise For shopping and 
specialty goods, people are more inclined to duve to a near-by 
city where they can purchase in larger stores carrying more com- 
plete stocks of merchandise. As a rule, there is no local competi- 
tion between the general Htore.s and chain st,ores, for the total 
purchasing power at these country points is not large enough to 
attract the chains. There is, however, a certain kind of competi- 
tion between the two, for the small-town general store finds some 
of its trade being taken away by the chains in the larger near-by 
towns. The general store has an advantage in its location close 
to its customers and the personal relationship that exists between 
the owner and his customers. 

Pathfinders of Modern Retailing. — 'The reguIariL5r of trade in 
our early history was not conducive to initiative or enterprise 
on the part of the storekeeper. By the olo.so of Iho Civil War 
the retailers were in a rut; yet people were beginning to demand 

‘ MiTOHEnn, Robbet V., “Trends in llnral Rotailing m Illinois, 1026 to 
1938,” Univemty of Illinois Bulkhn 100, 1939. 

»A description, of one such store appears in “What Makes Garver's 
Tick?” Retail Executive, Oct 25, 1939, p. 2. 
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better retailing service. They wanted a greater variety of 
merchandise from which to choose. Fashions began to change 
more rapidly, a fresher stock on the retailers’ shelves being thus 
required, and the level of prices was falling If the goods stayed 
too long on the retailors’ shelves, their worth showed a decrease 
due to the slowly falling market piice in addition to the usual 
depreciation. Although these conditions called for a change 
on the part of the retailer to keep abreast of the times, he was 
slow to adjust himself to the new conditions.^ Out of this era 
there evolved several new types of retailer, men who pioneered 
along new paths m retailing. 

Marshall Field^ was one of the outstanding men who helped 
usher in this new era. He was born in 1830 in New England, the 
son of a farmer. ' When in his teens, he got a job clerking in a 
general store. The merchant soon decided that young Field 
would never succeed in the retailing business and sent him back 
to the farm. Later he got a job m anothci general store and 
after a few years went out to Chicago where he secured a position 
with a wholesale house He was so succes.sfiil at this time that 
he became a partner in the firm. In 1866, he became a partner 
m the retail store of Field, Palmer, and Leiter. The business 
prospered in spite of the destruction of the store in 1871 by the 

1 Aa we read the following lules of the eighties and then think of present 
conditions, we have an indication of the changes that have come 

Rules for Employees 

1. Store must be open from 6am to 9 p.m the year round. 

2 Store must be swept; coimtors, shelves and show oases must be dusted, 
lamps trimmed, filled and chimneys cleaned, pens made; doors and windows 
opened; a pail of water and a bucket of coal brought m before bieakfast 

3. The stole must not be opened on the Sabbath unless necessary and then 
only for a few minutes 

4. The employee who is m the habit of smolang Spanish cigars, being 
shaved at the baiber’s, going to dances and other places of amusement will 
assuredly give his employer leason to be suspicious of his mtegrity and 
honesty 

6. Men employees are given one evening a week for couitmg and two if 
they go to a prayer meeting. 

6 After fourteen hours m the store, the leisure hours should be spent for 
the most part in reading. 

^The story of his store is given in S. H. Ditchett, “Marshall Field and 
Company, The Life Story of a Great Concern,” Dry Goods Economist, 1922. 
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Chicago fire and the panic of 1873 which soon followed. In 
1881, Leiter retired from the firm, and it was reorganized under 
its present name of "Marshall Field and Company.’' The 
business contmued to grow as Chicago grow, and today it is 
one of the three largest department stores in tlic United States. 

John Wanaraaker^ was bom in 1838. His first retailing jed) 
was in a clothing store, in 1856. Out of hi.s meager .salaiy, he 
had saved enough by 1861 to open his own clolhing .stoio in 
Philadelphia, which he called “Oak Hall.” In 1877, he .started 
his department store in tliat city, where he pioiujercd hi.s one- 
price-io-all policy. Not until 1896 did he enter New York by 
buying the A. T. Stewart .stoic. Through his whole' life, ho was 
a consistent advertiser. It is .'^aid that out of his first day’.s 
receipts of ®21.67 he spent $21 foi the ne\t day’s advertising. 

Aaron Montgomery Waul as a young man sctmrt'cl a position 
in a general store in St. Joseph, Miclngun, and m thiec yeans’ 
time became its manager. In 1865, wlnui twenty-two years old, 
he wont to Chicago whore he secured a po.sition with Field, 
Palmer, and Loiter. Later, ho becami' a traveling salesman for 
another firm Ho started his own inail-orch'r busin(“.'s in 1872. 
The fiist catalogue was of eight page.s and was smii out in 1874. 
Before that, lie had u.sed one-pag<' handlnll.s. George' Jl. ’I’liorne, 
his brother-in-law, becaini! associaled with him in the busine.ss 
soon after it was started. Through eaiefiil merehnndismg and 
a liberal return policy, public eoufidc'iicc wu.s gradually built up 
and the business grew to largo proporlioiis. 

Frank W. Woolworth,'- the founder t)f the gu'at 5-and-10~cent 
chain, was born in 1852 in New York stale. Jlis first attempts 
at secunng a retail job were not successful. Even aftt*: getting 
into retailing work, he was not always suce.essful. One store in 
which he worked tried out a 5-cent lino which proved very suc- 
cessful. Behoving in this type of morehandisc, Woolworth 
started his own 6-cent store in Utica, Now York, but this store 
failed. He tried again and opened another store in 1879 in 
Lancaster, Pennsylvania. This store prospered and became 

^ The Bloiy of his life is told by Joseph H Appel, The Business Biography 
of John Wanamaher, Founder ank Builder, The Macmillan Company, 1930. 

» A popular version of the origin and growth of the Woolworth business, 
called "Dime Store,” ran as a series in the Saturday Evening Post, beginning 
in the Feb. 8, 1940, issue. 
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the mother more of the great Woolworth business now known as 
the F. W. Woolworth Company. 

The Life of a Retail Store, — ^Before we turn to the study of 
other types of retail stores we might consider briefly the possi- 
bility of success for one entering this field. ^ If we should decide 
to open a stoic, what are the chances of our succeeding in this 
venture? As one moans of determining this, we might look at 
the past experience of others in the field. 

Various studies® have been made of retail mortality; that is, 
studies of how long stores live. The life of the store is usually 
defined as the time it exists under one ownership. Mr. Jones 
may start the Jones Grocery Store in a certain store building. 
After a couple of difficult years, he becomes discouraged and 
finally finds a person who now has the idea he had a couple of 
years ago. So Mr. Smith buys out whatever equitjf Mr Jones 
may have left in the business, and it now becomes the Smith 
Grocery Store, operating with the same merchandise in the same 
building. However, the life of one store, the Jones Groceiy 
Store, has ended and the life of another one, the Smith Grocery 
Store, has begun. 

One such study has shown that the average life of a retail store 
is less than three years ® The length of life of different types of 
independent single-lme store varies Thus grocery stores, 
garages, and restaurants have the shortest span of life, and drug 

1 Ntbhrq, Arvid H , “So — You’re Going to Open a Store,” M eft’s Wear, 
Fob. 7, 1940, p. 22. Dhan, Jack, “Nope — Don’t Want to Open a Store,” 
Men’s Wear, Ma,r. 20, 1940, p. 46 

“ For a list of such studies see The Journal of Marketing, July, 1941, p 22 

“ “The analysis of longevity of aH firms starting business m 1930 levealed 
some significant information. It was found that one-fourth, 26 8 per cent 
to be exact, of the firms which entered business m 1930 were still operating 
under their original ownership at the end of 1937. One-quarter of these 
firms disappeared during the first year of operation, 18 per cent made then' 
exit the second year, and roughly 10 per cent quit in the thud year Thus, 
by tho end of 1933 approximately 53 per cent of the starting stores had 
changed ownership Among the different kinds of stores there appealed 
groat lelative variation For instance, only 16 per cent of the garages and 
17 per cent of the restaurants were under the onginal firm name at the end 
of 1937 Over 50 per cent of tho drag stores, on the other hand, enjoyed an 
uninterrupted life during the period covered " Stare, G. W , and G. A. 
Stbinhb, "Business Turnover of Indiana Retail Trades,” Indiana Business 
Studies 19, August, 1939, p. 59 
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and hardware r, tores ha\’-e I ho longest life. Two factors seemed 
to contribute to this high mortality: (1) inadeiiuatc' capital; 
(2) inadequate retail training. Too many people have had the 
idea that it takes very little money to start a store and build it 
into profltahlo operation, and too manv peojik* hu\ e had the idea 
that anyone can o]K'iate a ret.ml .store! whi'llier he has had any 
training in retailing or not A.s a lesiilt, such person, s hav(‘ 
invested their money m a .store that nas foredoomed to failure. 

To share in the rewards of rivalling, oiK' must be piepared in 
training and in financial re.s{)nice.s. Retailing also riHiuires 
hard work and plenty of it.. As oiu' loads the history of the 
pioneer retailors mentioned in thi.s chapter or talks to the pre.sent- 
day successful mercihaut, h(! i.s couvineed anew of the truth of 
the old adage — theio is no loyal road to retail .sucei'ss. 

New Frontiers of Retailing. — Roiading has been deseribed as 
“changeless yot over changing *’ 'riirongh the oonturios, it has 
tried to provule us with the sat-isf action of our wants— its change- 
less purpose. Yot the agi'iieics it has used to accomplish this 
purpose have been not static but rather lcal<ndos<!opic, changing 
constantly wit.h the advmit of nt!W idiaus and new conditions. 
From the, pioneering pedillei <.o lh(' gt'iK'i-al store, to the, mail- 
order house, to the suiKuinai ket, llu' history of Inrsiness takes 
steps that will lead us on to new patterns of nd.ailiug 

The whole field of marketing has het'u aeeused of eosting too 
much, a cost to which retailing e,ouiiilmt,es a heavy share. The 
student and practitioner of retailing constantly should be striving 
to discover ways for imiirovcmcnt or new retail institutions 
whereby the merchandise that the consumer wants can be got 
to him for less money. Y^lLJOaust judgcjha woitlLjol each lor m 
of retailing by its abfi ity..fiffiflXfintly waats. 

As ge turn t o the next chapter, wo shall find described the 
present^ay patterns of retailing. These must be to us the step- 
ping stone to still newer frontiers of still better retailing. 



CHAPTER II 

MODERN TYPES OF RETAIL' INSTITUTIONS 


The Cost Cycle in Retailing. — As one turns the pages of retail 
history, one liecomes aware of a cost cycle in the developnaent 
of each type of retail institution. When a new type of retail 
store appears, operating costs tend to be low and this fact 
makes it possible to draw trade through low prices. As the 
years go by, costs tend to rise. Competition seems to necessitate 
moving into better and higher lent areas, to have better and more 
expensive layout and equipment, and to offer more services. As 
these costs rise, the stores have to shift emphasis away from price 
and stress service and quality more. Thus, they lose the com- 
parative price advantage that promoted growth in the beginning. 
At the same time, this reopens a field for the rise of still another 
now type of retail store again emphasizing price. The history 
of the department store and the chain store reveals the working of 
this cost cycle. The supermarket now is in the early stages of 
this same cycle. 

Classification of Retail Institutions. — In order to understand 
better the various kinds of present-day retail stores, it is desirable 
to classify them into group.s. However, because of their con- 
stantly changing characteristics, it is difficult to classify these 
retail outlets into distinct types. The traditional merchandising 
lines are being so intermixed that one writer speaks of the 
resultant conditions as “scrambled retailing.” Today, we find 
clothing stores selling jewelry, drugstores selling apparel,^ sport- 
ing-goods shops selling clothing, barbershops selling tobacco 
products, and hardware stores selling tea; one may buy rabbits 
from a mail-order house, a watch hi a restaurant, or aspirin at a 
filhng station. Tffiis is largely due to the desire of the public 
for convenient buying. If it wants to get goods at certain places, 

‘Tile Red Cross Drug Department Store of Miami, Florida, does an 
annual business of almost two million dollars selling drugs and apparel. 
For an interesting description of this store, see Retail Bxecuhve, Mar. 13. 
1940, p. 4. 

IS 
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aomeone will bo found to satiafy this desire. AH hough additional 
lines are being added in nearly all retail stores, the greatest change 
is talcing place in the drug-, grocery, cigar, and 5-and-lO-cent 
stores. Practically all the items being added hy these stores 
are in the group of “ convenience articles. The.se four types 
of store .seem to be making up a new tdass whiidi might be called 
“convenience sloro.s.” 

Pnniers' Ink tells us that a Brazilian comrait.tee .studying 
American marketing methods reports of our drugstores that they 
are 


. queer establishmcntR of strict American style, whore tho main 
commerce seems to be drugs, but in reality the liulk of their business is 
refreshments, hot beverages of all kinds, ice cream, sandwiches, etc. 
There is also a complete assortment of perfumes and accessories, little 
fancy articles, china ware, metal waic, electrical appliances, stationery, 
tobacco, sweets, books, toys, watche.s, and all sorts of useful and original 
things. 

-jf Out of thi,s chaos, we might offer tho following nine general 
typos of retail distribution for our diseu,s.sion in this chapter: 

Major Groups Minor Groups 

Iiidepoudont singlo-lino stores General stores 

Department stores Gooporativo stores 

Mail-order houses Company stores 

Cham stores Direct-soiling houses 

Supermarkots 

Retail storas, may be grouped also into various other classifi- 
cations according to the basis used for classification. For 
instance, storo.s might be divided according to tho predominating 
class of merchandise handled' — ^liardware, grocery, clothing, 
candj*-, sporting goods, etc. Another classification might be on 
a service basis — ^fulkservice stores, limited-service stores, and 
automatic selling. Still another classification might be accord- 
ing to ownership — ^independent .stores (including voluntaiy 
chains), chain stores, company stores, and cooperative stores. 
The size of the store — ^large stores and small stores— -and tho 
location of the store — downtown stores, suburban stores, and 
neighborhood stores — are additional classifications. Naturally, 
tho different classifications overlap. One unit of a chain may 
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sell only p-ocerics, serve only a neighborhood, and operate on a 
limited-service basis. In the Federal Census of 1940, retail 
stores were classified according to kinds of business, types of 
operation, and forms of organization. 

The different types of store make different appeals to the public 
and m many instances compete with each other, x^ll of them, 
however, do not appeal to the same class of people. Because 
of this difference in their clientele, little competition evists among 
certain types. For example, there is usually keen competition 
between the mail-order houses and the general stores but little 
competition between the general store and the department store. 
Each of these types has certain characteristics, and each has its 
advantages and disadvantages.^ The importance of the general 
store in the life of its community has been discussed in Chap. I 

Retail Statistics for 1939. — On pages IS and 19 are two sum- 
maries of retail-store statistics from the Sixteenth Census of the 
United States, 1940. They show that in 1939 there were 1,770,- 
355 stores in the United States having total sales of $42,041,790,- 
000 There wcie 1,613,673 proprietors of these stores and 
4,600,217 employees, making a total of 6,213,890 people who 
worked in retail stores on a full-time ba.sis 

Independent Single-line Stores. — As communities became 
larger and trade increased, it became possible for stores to 
specialize in a single line of goods instead of doing a general 
merchandising business. Thus there came into existence single- 
line stores, such as groceiy stores, haidw’ai’e stores, diugstores, 
and dry-goods stores Such special stores naturally needed a 
larger body of customers than did a general store. 

The independent single-hne store, by far the most common 
type of retail establishment, has a greater number of units and 
a greater sales volume than any other type. It is difficult to 
speak of the characteristics of the single-line because the stores 
comprising this group differ among themselves. One store may 
be doing a $3,000 a year business m a village, whereas another 
IS located in the mam shopping area of a lai’ge city and does a 
$1,000,000 business.^ Although both these are independent 

1 An interesting financial picture of an important retail corporation is 
found m "Stores Squeeze Out Extia Profit per Dollar in ’39,” Retail Execu- 
iive, May 1, 1940, p. 2. 

* The latter store has many of the eharaotenstios of a department store — 
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singlo-liiio storcsj tlipy liav<' few cliarac’teristics in common 
In general, independent, single-line stoies have three common 
charaeleristicfl: (1) They are owned and operated as indepondont 
units. (2) They handle a fairly complete assortment of a 
.Mingle line of merchandise (3) They usually do not have an 
elaborate departmental organization. 


UNriuD States Summaiiy— Siohes, Pbk.sonnbl, Pay Role, and Stocks 
Bi KiNJt!, ()!■’ Bu.sines.s, 1939 


Kind of buaincsR 

Number 
of fitOlGB 

Paleq 
<'\dd 000) 

I’ropnn- 
tors and 

cin- 

plOJ, OORO 

(av (M ago 
foi yoai) 

Pay roll 
(add 000) 

Stocks on 
hand, end 
of year, at 
cost 

(add 000) 

Aoso 

1.77O.dS0 

812,011,70(1 

0,211,400 

84,620,490 

*5,110,58.1 

United 1U35'’ 

1.587,718 

32.701,212 

.5, .5.18. ,100 

3,608,107 

4,271,280 


l,47b,3()5 

48,. 120, 1,52 

.5,721 ,220 

6,041,128 

7,109,650 

Food Kioup 

.560.510 

10,11,1,007 

1,31.5,138 

760,702 

580,058 

Gcunial 'itou-ii (with food) 

3'),08S 

8111,3 12 

00,, 54 7 

47„570 

174,1,50 

(icnwijl luprcluindiho grotu> 

.50,307 

.5,0(1,5,007 

tKW.SOO 

80,1,485 

922,178 

Appfii’l I'Knip 

lon.ftSB 

3,2,58,772 

471,000 

420,823 

674,074 

I‘ui nitim*- -IiouHuUold — rndio 






KKJUp. 

62.827 

1,7.13,257 

2.50 , 720 

280,, 5 1,5 

.366,701 

\nl,oiut)UV(i Rrouii 

60.132 

5, nil', ,0,1,5 

140,, 5.1(1 

.507,047 

6.54,960 

rdlnox fltJitiouH 

211,8,58 

2,822,405 

107,002 

108,934 

00,401 

XrUmhoi, limliliiiK proup 

.50.607 

1,701,20,5 

10.5,0.51 

220.628 

389,0.53 

Il.wdwiui! i.umii 

30.010 

073,700 

122,117 

01,, 532 

317,063 

Untinn f)l 'll") 

100,702 

2,l.i/»,020 

701,050 

406,8011 

34,000 

IJnnl^JUR pla((“i 

1.1.5,. 501 

1,. 185, 032 

,118,4,52 

160,680 

38,164 

nriaralmcii . 

67,003 

1,502,, 502 

2.10,070 

172,733 

304,883 

Liquoi tituu'ri (paoKiiRcd rooiIh) 

10,1.10 

580,3,51 

.50,546 

30,782 

60,20.5 

Otlior lotRil faloioR 

172,37s 

3, 400, 137 

.504,617 

407,600 

643,135 

Soaondluiud Rlorcn 

2.5,002 

188,007 

48,814 

20,768 

41,140 


“ Inoludes full- and iiart-tiinp (imDloroafl and aotivo propnntors of unnioofporafod l)uai- 
nesses. 


^ Revised to exclude service garaRps and other automotive buemeases formerly clasaiHed 
as letftU butixowmchidod m the Soivipo Cenaua. 

The specialty shop is one type of a single-line .store. Thi,s term 
usually applies to a store handling a limited line of women’s 
wear or accessories in competition with department stores The 
keenest competition a high-class department .store has is from 
the spocialtj'' shops in tho shopping area. The term specialty 
shop is also sometimes used to refer to a store that handles a lino 

- i 

departmenlal orgaumvtioii, largo-Boale buying, ot« It might be coiiBideted 
a cross type between an indepondont aingledmo store and a departmoiit store. 
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Farraer and coBBUiner cooperative stores 3,698 224,375 0 5 0 3 0 2 16,861 2,705 17,546 822 20,621 

State liquor stores . 2.6iS 249,430 0 6 0 5. . 7,960 487 10,707 219 18,254 

Mad-order Iiouses 434 537.413 1 3 1 3 1 0 257 50,955 2 525 58,487 2,303 100,035 

Otiier types of operation. 3,703 61,704 0 1 0 2 0 1 3,516 4,829 C98 5,353 219 3,051 















of “specialty”^ goods, for example, a store featuring grocery 
specialties. 

BecJiuse the average independent single-line store is of small 
or medium size, -we shall consider such a store as the typical 
independent single-line store in our discu.ssion of this type.® In 
spite of its small size, because it specializes on one line of mer- 
chandise, it is able to cany more complete stocks than the general 
store. Because of this greater volume, it usually buys on better 
terms and operates more effectively than does the latter. How- 
ever, in its competition with other forms of retailing, such as the 
cham and the department store, it has two outstanding disad- 
vantages, both of which, however, may be minimized. Because 
of its small size and volume of business, it must buy in small 
amounts. This places it from the start at a disadvantage as 
eompaied with the large-scale retailing mstitutions which 
receive quantity prices through largo purchases. The inde- 
pendent store has lessened this disadvantage through various 
kinds of cooperative bujdng groups ® By combining their 
purchases and thus bu3ang as a unit, thc.se smaller stores are able 
to make largo purchases of many items and so get lower prices. 
By such cooperation, ihe3'' also arc able to get certain advantages 
of specialized management. 

A second disadvantage has been the fact that the independent 
merchant has not used scientific retailing methods. This condi- 
tion arises from two different causes. The small size of the aver- 
age independent store makes it impossible for it to use certain 
of the agencies and means emploj'^ed by tho larger .stores. For 
instance, except for the larger indepciidenL .store, it cannot have 
their specialized personnel. It seldom can have a trained 
advertising man or an expert credit man, and so forth. Hathor, 
one man is forced to fulfill many functions and so cannot become 
an expert at any of them. 

The second cause of this disadvantage has been the independ- 
ent merchant’s neglect of the scientific methods at his command. 

1 For evplanation of meaning, see Chap III. 

•Babkbe, C. W., and M L ANsnnrr, Modem Marketing, Chap. 8, 
McGraw-Hill Book Company, Inc., 1939. Ciiiieinqton, Pavi. T., “The 
Small Retailer. An Appraisal,” Harvard Business Beviaie, Spring, 1 939, p. 326 

* These' are discussed at a later point. 

■* “What Is Wrong with Small Town Stores?" Retail Executive, Mar. 18, 
4940, p. 2, 
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He has continued to go his way doing things as he used to do 
them in a world that is moving at a different tempo. This is 
inexcusable. Dirty windows, lax credit and collection methods, 
slow turnover, purchase of merchandise unsuited to consumer 
demand, failure to study coats, uninteresting advertising, and 
poor salesmanship are all charges that can be made against an 
army of independent merchants. Foitunately for them, this 
situation is improving each year. More and more the inde- 
pendent merchant is girding himself for the battle by making 
use of those scientific methods of retailing that have helped his 
larger competitors. He has watched the chain store, observed 
how it has developed good merchandising practices, and has 
copied these practices in bis own business Today, thousands 
of independent retailers have placed themselves on a par with 
their chain-store competitors 

To help him m this competitive struggle, the independent 
retailer has fbree outstanding advantages The incentive of 
ownership has urged man on through the ages to work a little 
harder and to strive a little more It is easy for him to see that 
the more he puts into his business the more return he will get^ 
Various plans have been devised by large-scale retail institutions 
to give this same incentive to their hired employees, but none 
can equal the incentive resulting from actual ownership. 

The personal relation between owner and customer to be found 
in a small independent store is another advantage. Through 
this direct contact the owner is in a position to know the cus- 
tomei’s wants and his reactions to the store's merchandise and 
services. He can learn the individual preferences of his cus- 
tomers and thus serve them better. 

Flexibility of management is the third advantage of the inde- 
pendent merchant Because he is the owner of the business, 
he is free at any time to make any adjustments that seem desir- 
able. He is free to quote special prices, decide on changes in 
store hours, or make other appropriate regulations without 
getting the permission of a home ofi&ce or a store’s council. 

Because of these advantages and because there are chances of 
lessening its disadvantages, the independent store is in no danger 
of extinction. Those who prophesy that it will be eliminated by 
the chain store or the supermarket are mistaken. Department- 
store competition and mail-order-house competition in past 
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years have not ruined the independent merchant, nor will the 
chain store or the supermarket do so now. The government, 
through taxation and regulation, is helping the independent mer- 
chant in his competition with chain stores. At the same time 
the manufacturer of nationally adverti-sod brands and the whole- 
saler are beginning to realize that their safest market is the 
independent merchant rather than the chain store; consequently, 
the manufacturer and wholosalei are trying to strengthen the 
independent merchant. The independent mercliant is ad3ustmg 
himself to changing competition and will continue to play his 
part in serving the consumer. 

Department Stores. — There have been various explanations 
of the origin of the department stoic. Some say that the idea 
came to America from Paiis and name the Bon Marclid as the 
original department store. Although it was in existence befoie 
any in America, there is no clear proof that the first American 
dopaitment stores were patterned after it. Tlie average early 
department store was a development of a dry-goods store or a 
women’s wear store. Gradually, one line after another was 
added to the original stock until eventually the store had many 
departments, several of which had little, if any, relation to the 
original stock. 

Statements of different people as to the number of department 
stores in the United States show a wide variation. This is laigcly 
due to a difference of opinion as to what constitutes a department 
store. ^ Some would say that a department store must bo of a 
certain size, that is, must have a certain volume of sales. ^ Cer- 
tainly the department store is thought of as a largo store — ^iJiat 
is, one having a large sales volume.’' Because it is a lai’go store, 
it must be located in the heart of the shopping area whore the 
greatest number of potential customers %vill pass its door. It is a 
large purchaser of newspaper advertising space. 

Some would say that the departmental form of organization 
makes a store a department store. Yet many stores of large size 
that have a depaitmental form of organization are never called 

1 As witli many terms, there is a difference of opinion as to tho correct 
usage of “department store " One of the authors recently noticed a small 
Monda stoie m a huilding 15 by 20 feet that boldly proclaimed itself a 
department store. Many similar examples can bo found in the smaller 
towns. On the^ther hand, John Wanamaker always denied that his store 
was a department store although the rest of the world so classified it. 
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department stores. For instance, some of the large city food 
stores and clothing stores are completely departmentized and 
yet are not spoken of as department stores. 

A department store is one having usually a large annual volume 
of sales, handling a wide variety of merchandise, including dry 
goods and women’s ready-to-wear, and arranged iuto_.depajt- 
ments, each of which is merchandizacL separately as to location, 
personnel, and records Each department is treated as a sepa- 
rate store but is bound to the other departments for the common 
good. Each has its own buyer or manager, ^ its own location, 
and its separate sales force and, after bearing its proportionate 
share of the department store's expenses, tries to show a profit 
on its operations. Because the average large stole has such an 
organization, it is the fact that a store “handles a wide variety 
of merchandise including dry goods and women’s wear” that puts 
it into the'class of “department” stores The Sixteenth Census 
of the United States showed 4,074 department stores with a total 
annual sales volume (1939) of $3,974,998,000, which was 9 4 per 
cent of the total not sales of all retail stores. Of this total, 1,371 
were independent department stores having a sales volume of 
$2,312,279,000 There were 2,672 chain department stores with 
a sales volume of $1,194,517,000 The 24 mail-order house 
department stores had a sales volume of $464,289,000. The rest 
of the total is accounted for by “other types.” 
t. ^he de partment store, even more^han. most_jiypes,. of-Jotail -~ 
institution, is a woman ’s store. ..I ts whole appeal is„ directed to 
women Its advertising, its displays, its layoufj, and its services 
ire all planned to suit women’s tastes and to satisfy their desires 
It tries to make shopping as easy and as pleasant as possible for 
them. 

Many department stores have immense sales volumes R. H. 
Maey & Co , plus its subsidiaries, with net sales in 1938-1939 
of $125,000,000, had the largest sales volume of any single depart- 
ment store in the United States The J. L. Hudson store in 
Detroit is second in size of sales volume. Marshall Field and 
Company does not publish its sales except for the corporation as 
a whole, which includes other units besides the main retail store. 
However, it is thought that the sales volume of the Marshall 
Field and Company retail store in Chicago is third in size in this 

‘ In some cases a buyer may supervise several departmonts. 
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country. A number of other department stores have sales 
volumes in excess of $20,000,000 per year.^ 

The department store is characterized by four factors that help 
it make its appeal to the public. (1) quantity buying, (2) special- 
ization of personnel, (3) the prestige of size, and (4) convenience 
to the customer In order to increase this fiist advantage, the 
department store i.s engaging in cooperative buying. This 
practice, wliich will be discussed in a later chapter, enables it to 
buy even more advantageously through the larger size of the 
cooperative order. 

Because of the size of its business, the personnel of the store 
can spend its entire time in specialized work. A department of 
trained advertising men can handle the store's advertising work, 
and the same is true of credit, collections, lecord keeping, training 
work, and other store woik. The very magnitude of the store 
gives it a certain amount of prestige in the average American’s 
eyes; for size seem.s to connote success, and he likes to associate 
himself with successful institutions. /The many types of mer- 
chandise and the many .special services, such as rest rooms, 
children’s playgrounds, travel biircaas, restaurants, and beauty 
shops, all found under one roof, make the department store a 
convenient and a favorite shopping place for women,] 

The department store has throe outstanding disadvantages: 
(1) high cost of operation, (2) personnel problems, and (3) traffic 
difficulties due to central location. The high ratio of expenses 
to sales is due to the large amount spent for rent because of the 
central location, the extensive advertising, the, provision for 
delivery at frequent intervals and over a wide territory, the large 
amount of returned goods, and the many other special services 
that the department stores offer to attract trade. 

The development of proper store personnel is very important in 
a department store. This is especially true of the sales force, 

1 A number of statements from different sources show the magnitude of 
department-store operations. It is slated that the department stores of the 
country send out almost 3,000,000,000 packages each year. Gimbels of 
Philadelphia report 13,000,000 annual sales transactions and the filling of 
800,000 mail and telephone orders. Marshall Field and Company has 175,000 
charge accounts. E. H. Maoy & Co. claims that considerably more people 
pass through the doors of their store on an average day tha,n live in the state 
of Nevada. This store is said to buy each week approximately 800,000 
pennies, 220,000 nickels, 200,000 dimes, 64,000 quarters, and 44,000 half 
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because most of the customers’ contacts with the store are 
through the salespeople. In spite of its ability to select and 
train employees, the department store is noted for the weakness 
of its sales force. Especially is this seen when the salesmanship 
m the department store is compared ivith that found in com- 
peting specialty shops. 

The increasing number of automobiles and the growing con- 
gestion of downtown shopping districts, with the resultant traffic 
congestion and parking restrictions, have made it more difficult 
for the woman shopper to reach the central location of the depart- 
ment store and to shop conveniently. 

Though many department stores are increasing their annual 
sales volume, this is not altogether true of department stores as 
a group This circumstance, together with the fact that few 
new independent department stores are coming into existence, 
leads one to believe that the independent department store as 
we have known it has reached the peak of its growth ^ As an 
institution, it is being criticized by some people for its lack of 
progress Howexer, t hree de velopments or possible trends in 
the department-store field during recent years sho.uld be men- 
tioned: (1) the development of chains__qf department ptorosj_ 
(2) a widening of appeal "By means of bargain basements and 
de luxe shops; (3)' the estebhshment of branch stores in suburban’ 
shopping areas, 

A number of years ago, Mr. Edward A. Filcne prophesied that 
the future of the depaitment store lay in the formation of great 
department-store chains Each department in such department- 
store chains would also be one unit in a chain of similar depart- 
ments^ This would mean many chains of departments within 
the department-store chain itself and would ghm a tremendous 
buying power to these chains Some of our present department- 
store chains have resulted from a merger of department stores 
already in existence. In such cases the individual stores usually 
continue to operate under their old names and so benefit from 
the good will wffiich that name has built up through the years. 
Some writers say such stores should be spoken of as department- 
store “ownership groups” rather than as department-store 
“chains.” 

1 A more optimistic view is taken in J. M. Baskin, "How Will the Depart- 
ment Store Fare in the Decade of The lO's?” Women’s Wear Daily, May 1, 
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Through cooperative buying associations, independent depart- 
ment stores try to secure the buying advantages of the chain 
department store, at the same time maintaining their inde- 
pendence and freedom of action. 

The effort of the department store to widen its appeal is shown 
by two movements. By developing bargain basenumts^ and 
bargain or low-priced stores, it is appealing to a class of trade 
that IS interested in the cheaper price lines. Through establish- 
ing de luxe shops in connection with different depai’t.ment.s, it is 
appealing to the wealthier trade Thc.se two movements attempt 
to attract the trade of those who have not patronized the store 
before and so increase the sales volume. 

The development of branch stores m .suburban areas is a third 
trend in the dL‘partmcnt-.storc field. ® Some stores that have ti ied 
this have abandoned the idea, but a greater number oi metro- 
politan stores are convinced that traffic conditions will necessitate 
an increasing number of branch outlets. 

Idail-order Houses. — The modern mail-order business started 
within a decade after the close of the Civil War, growing out of 
post-war conditions The country was demanding good.s and 
services that the small-town 8toro.s wore nol, furnishing. Aaron 
Montgomery Ward was one of the, early Icadcis in sensing this 
situation and in helping solve it through the mail-order hou.se 
“ . . . Mr. Ward realized that it was difficult for the fanners to 
get into town to shop. Also that country stores were likely to 
stock a meager vaiicty of dubious merchandise at high prices-”^ 
As the mail-order industry developed, it became the most serious 
competitor of the country and small-town stoi'O. In fact, .some 
felt that the mail-order house might force the.se other types out 
of business So a movement arose for legislation against the 
mail-order house, and a demand was made that the consumer 
should patronize home-town industries, that is, homo-town stores. 
After these means failed, the merchant turned to a study of his 
own merchandising methods to see how he could improve these 
and thus lessen the competition of the mail-order house. 

1 The basement store is discussed in Chap. XVII. 

>''BADsm, Lotus, “The Economies of the Maoy-Bamberger Retailmg 
Experiments, " Journal of Retailing, October, 1940, p. 82. 

* The development of branch stores is discussed more fully in Chap. III. 

‘ “Montgomery Ward,” Fortune, Jwiuaiy, 1936, p. 69. 
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The mail-order businees of the country can be grouped into 
four classes: 

1. General mail-order houses 

2. Specialty mail-order houses 

3. Eetail-storo mail-oider departments 

4. Magazine and professional mail-order shipping 

Sears, Roebuck and Co. and Montgomery Ward and Com- 
pany are the two outstanding examples of the general mail-order 
house. They handle a wide variety of merchandise, over 100,000 
items appearing in each of their catalogues. One of these houses 
claims a customer list of 20,000,000 names Montgomery Ward 
and Company owns four factories which produce merchandise 
for that company. The rest of the merchandise it buys direct 
from the manufacturers. Sears, Roebuck and Co. manufactures 
about 4 per cent of its goods in its own factories. 

There are hundreds of houses that do a specialty mail-order 
business — that is, sell one article or a narrow Ime of articles by 
mail. A glance at certain magazines will show a large number of 
advertisements of these specialty mail-order houses Some 
department and specialty stores also do a mail-order business 
chiefly as a help to their out-of-town customers. Instead of 
sending out semiannual catalogues, as do the general mail-order 
houses, they sell through special catalogues and announcements. 

A number of magazines, especially fashion magazines, describe 
merchandise that they think will interest their readers and offer 
to buy it for them. There are also a number of professional 
shoppers who do a mail-order business, securing their profit from 
discounts granted by those from whom they purchase. 

According to the Federal Census of 1940, the volume of mail- 
order house sales in 1939 was $537,413,000. This was 1.3 per 
cent of the total sales of all retail stores This figure does not 
include the retail-store business of mail-order houses, for it was 
classified under the heading of national chains. The 1940 
net sales (retail and marl order) of Sears, Roebuck and Co. 
were $704,301,014, and those of Montgomery Ward and Com- 
pany were $515,910,915 It is estimated that in both cases, 
60 per cent of these sales, approximately, was done by their retail 
stores and 40 per cent by their mail-order business. 

The general mail-order house has had four , advantages to help 
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quantity buying, (3) wide variety of meiehandise, aud (4) a 
public belief in its lower prices and good quality. The buying 
advantage is one held in common with other forms of large-scale 
retailing. The two leading mail-order houses carry a much 
wider variety of merchandise than any specialty store or ev(3n 
medium-sized department store Through the years, they have 
maintained progressive mercliandising iiolicies and have never 
ceased trying to meet or even to anticipate changing competi- 
tion.^ Many years of advertising have developed the belief 
that mail-order prices are lower than those of other retail estab- 
lishments, and the wide guarantee of their merchandise has 
given the public confid^e m its quality. One mail-order house 
executive has saidj^-^hore is no limit to the extremes we’U 
go to meet the standards we’ve set for our merchandise Before 
we buy anything our stylists and engmeors scrutinize the article, 
take it to pieces, test it in all sorts of ways. Then we buy to 
exacting specifications and in such quantities that we can offer 
you merchandise at an astoundmg saving ” 

To counteract these advantages there are these disadvantages . 
(1) lack of the personal contact that one gets in a local store; (2) 
inability of the customer to inspect the goods before pui chasing; 
(3) the necessary time delay in obtaining the- merchandise. The 
customer must wait some time after sending the order before 
the merchandise is received. In order to decrease tliis time delay, 
the larger mail-order houses have increased the number of their 
warehouses aud have located thorn in different parts of the 
country. They also have speeded up the handling of a cus- 
tomer’s order .so that it is eliipped the same day it is received. 
The costs of operation of the mail-order business scorn, in general, 
to be lower than those of department stores but .somewhat 
l^^er than those of the small-town general store. 

The time eleme nt gdves rise to some of the mail-order house’s 
most diffl.cult merchandising problems. This is especially true 
during periods of rapidly changing prices and in’the handling of 
fashion merchandise. The merchandise must be purchased 

^ One of the basic principles of the mail-order houses for years had been 
a policy of sales for cash only. In recent years, they have changed this 
policy to permit credit sollmg. Today, almost 30 per cent of the four big 
Chicago mail-order houses' sales volume is on time payments (see “ Credit 
Qnuxtingby Mail,” Retail Executive, Apr. 10, 1940, p. 2, Apr. 17, 1940, p, 10). 
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weeks and even months before the catalogue reaches the cus- 
tomers; hence, the mail-order house must plan for condi- 
tions months in the future. This is a particularly perplexing 
problem because of the difficulty of forecasting price^ and fashion 
changes 

The outstanding development in the mail-order field during 
recent years has been the entrance of the larger mail-order houses 
into the chain-store and department-store fields. Conditions 
having been unfavorable to mail-order growth, these houses have 
been establishing retail stores. Low-priced automobiles and 
improved country roads have made it possible for the farmer’s 
family to drive to the nearest shopping center so that they are 
no longer confined to catalogue buying. 

Sears, Roebuck and Co. opened its first retail store early in 
1925 On Jan 31, 1 941, this company had 76 class A stores and 
619 class B and C stores located in 40 states. Class A stores 
are department stores in cities of over 100,000 population and 
carry more than 50 per cent of the items listed in the catalogues 
of the company. Class B stores carry a much more limited line of 
goods than do the class A stores Class C stores handle an even 
more narrow line of merchandise than the class B stores, but they 
ordinarily handle automobile tires and accessories, radios and 
radio equipment, and other merchandise especially adapted to the 
needs of the community in which the store is located,® There 
were also 181 catalogue mail-order offices located chiefly in the 
smaller towns whore customers could place orders f oi merchandise 
to be shipped to them from the mail-order house. 

1 Probably the moat difficult problem for the mail-order house ia pricing. 
Each of the two big catalogue houses begms maihng its spring book about 
Jan 15, and it is expected to pull business until Aug 15. Yet setting of 
prices begms m the previous mid-October and has to be concluded a month 
later 

“If markets rise rapidly, catalogue sales will gam momentum, but if 
requirements are not covered by previous contract, the margm declines 
quickly. If prices fall, it becomes easier for retailers in makmg repurchases 
to compete with the catalogue The mail-order houses' profit per sale will 
grow, but will fail to compensate for reduced volume.” J M Baskm, 
‘“Big 2’ Still Make Profi.ts on Mail Order,” RetatUng, executive ed., Jan 2, 
1933, p. 2. 

“ In the case of the retail stores of the mail-order houses, when a customer 
desires merchandise not carried in the store, an attempt is made to order it 
from the catalogue for him. 
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Montgomery Ward and Company entered the retail-store field 
late in 1927 with a plan for a rapid and large-scale expansion of 
retail stores. On Jan 31, 1941, this company was operating 650 
retail stores located mostly in town.s of 5,000 to 16,000 population 
jpid 206 catalogue mail-order offices. 

■ m'he retail stores of the mail-order houses were not at first a 
profitable venture. Failure to study local needs, poor selection 
of store locations, and a per.sonnel trained in catalogue mer- 
chandising rather than in retail-store selling were among the 
many weaknesses of the early retail-store divisions of the mail- 
order houses. After several years spent in perfecting the retail 
organizations, the retail divisions of the mail-order houses have 
become profitable and successful Another interesting develop- 
ment shown by the mail-oider companies is the large increase in 
their mail-order sales Though it is doubtful that the mail-order 
business will play as piominent a part in the retailing world as it ) 
once did, still it is not passing out of the picture, as some people 
prophesied.^ 

\^Chain Stores. — The chain store is one of the most widely 
discussed forms of business enterprise. On the one hand, it is 
vigorously condemmed by those who feel it is economically and 
socially harmful. On the other hand, it is highly praised by 
those who feel it has made retailing more efficient. The latter 
maintain that its method of merchandising is reducing waste in 
distribution and that therefore it is economically de.sirable. 
Both sides agree that it has made important changes in the retail 
world. 

A chain is a group of stores handling similar merchandise, 
under central management and ownership, and merchandised 
from a separate office.® Chains may be classified in three differ- 
ent ways : (1) According to merchandise carried, there are grocery 
chains, drug chains, clothing chains, department-store chains, and 
so forth. (2) According to terntory covered, there are local chains, 
sectional chains, and national chains. (3) According to owner- 

* An explanation of this is found in “Catalog Comeback," by P. H. Erbes, 
Jr , Printers’ Ink, April 6, 1940, p. 11. 

* The Federal Census of 1940, gives the following definition of a chain: 
“The chief oharaoteristio of this classification is that these stores are groups 
of four or more with same general kmd of business owned and operated 
jointly with central buying, usually supphed from one or more central 
warehouses.” 



MODERN TYPES OP RETAIL INSTITUTIONS 


31 


ship, chains may be grouped into such classes as independent, 
manufacturer’s, wholesaler’s, mail-order house, and leased- 
department chains. 

An independent chain is one that is independent of outside 
control but that is managed and owned by an individual, partner- 
ship, or corporation for the primary purpose of doing a retail 
chain-store business. Among the better known independent 
chains are the F, W. Woolworth Company, The Great Atlantic 
and Pacific Tea Company, and the W. T, Grant Company. A 
manufacturer’s chain is a group of retail stores operated by a 
manufacturer for the distribution of his own goods. Men’s 
hats, shoes, candy, clothing, ^ sporting goods, and sewing machines 
are among the products marketed in this way. Some manu- 
facturers have entered the retail field because of dissatisfaction 
with the way the retailer was pushing their products; others, 
to control the price; others, to insure the product’s reaching the 
customer in the best condition. Expert selling ability, servicing 
of the product, and experimentation in methods of retailing the 
product are other reasons. As a rule, the manufacturer is 
producing a full line of goods for his stores. Because retailing 
and manufacturing are so different in their nature, a manu- 
facturer seldom enters the retailing business unless he feels 
himself forced into it. 

Changing conditions in distribution have placed the wholesaler 
in a position where he is threatened with the loss of much of his 
market. To counteract this, he has, in many cases, built up 
retail outlets. When the retail stores are associated with the 
wholesaler but each maintains its identity, there is a voluntary 
chain^ with the wholesaler as the source of supply, at least in 
part. However, when the wholesaler owns and manages the 
stores, it is a wholesaler’s chain. 

A chain made up of departments in various stores rather than 
of complete stores is called a leased-department chain; In a 
great many department stores,® certain of the departments are 
owned and operated by parties outside the store although, so 
far as the public is concerned, they usually appear to be depaxt- 

‘ Nobbt, Cliwobb a., “Manufacturmg Chains in the Men’s Wear Field,” 
Journal of Betailino, December, 1940, p. 115. 

* Diacussed later in this chapter. 

• Other types of store may also lease out oerUm sections or departments. 
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ments of the store itself.^ Though some of these leased depart- 
ments are operated by individuals, others are part of a chain 
company that conducts similar operations in many different 
department stores. In 1939 there were 7,661 independent 
leased departments domg an annual business of $136,988,000 
and 5,568 leased-department chains with an annual business 
of $170,368,000. The mail-order chains have already been 
discussed. 

In 1939 in the United States there were 123,195 chain stores 
or units which constituted about 7 per cent of aU the stores in 
this country. The sales of all chain stores totaled $9,105,825,000, 
or 21.7 per cent of total sales in all retail stores, both chain and 
otherwise. The average annual .sales of chain stores were 
$73,914 This compared with $19,333 for independent stores. 

The Great Atlantic and Pacific Tea Company has the largest 
sales volume of any retail chain oiganization m the world,^ For 
the year endmg Feb. 28, 1940, its sales totaled $990,358,339, 
with 10,881 stores (which includes 1,000 supermarkets) in 
operation. The company’s peak sales volume was $1,065,806,- 
885 for the year ending Feb. 28, 1931, with 15,737 stores in 
operation. 

The chain store has a number of advantages that have fostered 
its growth. Chains frequently buy in even larger quantities 
than do the wholesalers. This quantity purchasing allows 
the chains to buy at the lowest market prices. ' A manufacturer 
finds it worth while to work with a chain buyer to figure the 
order at the lowest possible price. The manufacturer gets the 
advantage of a contract covering a large quantity of merchandise 
cost. Thus, both receive an advantage by working together. 
This quantity-buying advantage, together -with their usual 
practice of limited service, has enabled the chain stores to quote 
lower prices than are customary, v'^i'he belief on the part of the 
public that it can buy for less in the chain store has been a powerful 
factor in their growth. Specialization is an advantage enjoyed 
by the chain as well as by otW types of large-scale retailing. 

* Leased departments are discussed more fully in Chap VI. 

* This organissation has become integrated to a considerable degree. It 
has 47 general warehouses, 40 produce warehouses, 7 meat warehouses, 3 fish 
warehouses, 3 butter warehouses, 68 bakories, 8 cheese plants, 2 milk plants, 
1 creamery, 6 general factories, 9 cofiee-roasting plants, 4 salmon canneries, 
1 salmon fishing fleet, 4 laundries, and I printing plant. 



MODERN TYPES OF RETAIL INSTITUTIONS 


33 


Expert supervision has been devised by the chain store to 
control its many units and to enforce scientific methods in all 
its stores. Another advantage has come through integration 
where certain bu 3 dng and selling costs of the ordinary channels 
of distribution have been eliminated. Because most chains 
combine both the retailing and the wholesaling function, they 
ohminate the selling and the credit expenses that the jobber has 
when selling to independent retailers. The larger a chain 
grows, the more widespread are its risks. Thus a local strike 
or crop failure, which might seriously cripple independent 
merchants, will affect, only one or a few of the units of the chain.l 
There is also the chance to experiment in a few stores of the 
chain for the benefit of the whole group 
The tendency to handle easily sold and rapidly moving mer- 
chandise has been a chain-store characteristic This is given 
as an explanation of why the chain store has made so little 
progress in the hardware field where many items are slow in 
selling and frequently require servicing and technical knowledge 
In the average chain store, the merchandise does not require a 
great deal of selling ability. The store usually handles out of 
a given hne only those items that are demanded by the largest 
number of customers, that is, those items that wiU have the 
most rapid turnover. The chain's ability to sell its private 
branded merchandise is of increasing importance owing to the 
effect of state fair-trade laws and of the Robinson-Patman Act. 
A final advantage is the prestige of ajarge organization. Because 
of its standardized front, layout, private brands, and policies, 
each iimt of the chain seeniB familiar to the customer although 
he may never have been inTEat "particular unit before. The 
large cham can utilize forms of advertising not open to the 
independent rderchant. For example, a national chain tells 
the whole nation the same story at the same time through the 
medium of a chain radio program or an advertisement in a 
national magazine. 

'The chain has, at present, three disadvantages: (1) personnel 
problems; (2) difficult of adjustment to local conditions; (3) 
public opposition." Any business that relies on hired employees 
has personnel problems to meet. This presents an even greater 
problem to the chain store because of its decentralized units. 
Because each store in the chain is separate in location from the 



34 


PRINCIPLES OF RETAILING 


other stores and from the central office, the personnel must be 
controlled from a distance. The average chain system has built 
up a rigid control plan to meet this problem at least partly. 
The unionization of retail employees, wliich has shown continual 
progress since the summer of 1934, presents another personnel 
problem to the chain store. It seems probable that there will be 
an increasing percentage of its employees joining unions and that 
the chain store must grow accustomed to dealing with its employ- 
ees through the representatives of these unions. 

Though the desires of the public are more nearly standardized 
throughout the country than at any previous period, yet there are 
local differences as well as individual preferences.' The chain 
system of merchandising does not easily adapt itself to these 
variations from the standard or to unusual conditions that may 
arise suddenly m a community 

In recent years, there has been widespread opposition to the 
chain store.' The enemies of the chain store bring many charges 
against it. For example, they say that the chains draw money 
out of town, centralize business in the hands of a few, and do not 
participate in civic and charitable enterprises. As a result of 
this vigorous opposition, a great many people say they are 
opposed to chain stores. However, it is surprising how many 
of these people trade in chain stores in spite of their professed 
attitude. , 

Some of the charges against the chains are false or, if true, 
are no more true of chain stores than of independents, and others 
are being lessened in importance by changes in the attitude of the 
chain store. For instance, many chain organizations encourage 
their store clerks and managers to take an active part in the life 
of the community. The chains have realized that to continue 
to succeed they must have the support of public opinion. The 
large volume of business done by the chains would indicate 
that the public at large approves of this method of retailing. "" The 
mission of the retailer is to render the consuming public the best 
values possible, that is, to provide the most efficient distribution 
of merchandise to the consumer. Whatever type of retailing 
institution does this best will survive in spite of opposition. 
The independent retailer today is trying (3) to secure legislation 

1 Burra, Gboboh, “Ten Mail-order Americas," Adwrtiaing and Setting, 
September, 1940, p. 88. 
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to cripple the chain store, (2) to make himself a more efficient i 
retailer by studying the chain store’s merchandising policies j 
and by developing his own strong points, or (3) to do both of the ; 
above. 

Various laws, usually some form of the tax measure, have been 
passed, aimed at chain stores. Most of the early laws have been 
declared unconstitutional. The decision of the United States 
Supreme Court upholding the Indiana chain-store tax law was of 
special significance in that it opened the way ni other states for 
similar laws. The buiden of taxation resulting from these 
laws has become increasingly severe in recent years. This has 
resulted in a rise in expense of operation of the chains. In some 
states the law has based taxes on the number of stores in the 
organization, the rate rising in direct proportion to the increase 
in the number in the chain. As a result, the chains have been 
forced to close many of their stores in these states. Apparently, 
most chain-store taxes have had a pumtive rather than a fiscal 
pm pose. 

The chain store is meeting severe competition today, and 
future competition may bo even more intense This situation >' / 
is duo to the development of a more efficient independent mer- 'i 
chant, to the growth of other chains, to the rise of the independent ! 
supermarket, and to the formation of cooperative chains." As 
chains grow and expand, they cannot help providing greater 
competition for the other chains, for their trading territories 
overlap. This greater competition is already resulting in the ' 
offering of more services by tho chains and in increasing costs^ of 
doing business; both these tendencies are likely to increase in the 
future. Such trends will lessen an advantage that the chain 
has had over other forms of retailing. 

Cooperative Chains.^ — The independent store in its competi- 
tion with the chain has learned to make use of various chain-store 
techniques. The cooperative chain^ is one example of this 
practice. The Federal Trade Commission (P.T.C.) defines the 
cooperative chain as follows: “A cooperative chain is an associa- 
tion of independent retailers acting cooperatively either by 

‘ For example, competition of different chains for a desirable store site 
may result in rent costs too high in proportion to the sales possibilities of the 
location. 

* Also called a “voluntary" chain. 
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themselves or with a wholesaler to obtain advantages in buying, 
advertising, or in the performance of other merchandising 
functions or activities.” 

The independent-store owner maintains his private ownership 
of his small store and, at the same time, through tliis cooperative 
arrangement attempts to secure some of the buying and manage- 
ment advantages of the large-scale chain-store system. In 
reality a cooperative chain is not a chain, for each store is indi- 
vidually owned. In some cases, independent-store owners 
combine and form a wholesale house to serve them. In other 
cases a wholesale house already in existence orgamzes a group of 
independent-store owners around itself. They agree to buy 
from the wholesale house, and it agrees to furnish them with 
advertising, sales promotional plans, accounting systems, store 
layouts, and, often, piivate-brand merchandise 

Supermarkets. — The supermarket^ is the most recent retail 
institution to rise to prominence.* Its growth has come since its 
start on the Pacific coast about 1931. During the last decade, 
it has spread throughout the United States, competing on a 
price basis even with the grocery chains. At first, it handled 
only packaged grocery goods, but today we find it carrying a 
wide variety of merchandise, including not only all types of food 
and drinks but also drugs and various hardware and dry-goods 
items. Many of the early supermarkets were in vacant factories 
or garage buddings in order to get extremely low rents. Today, 
the trend is toward better appearing store buildings. Some of the 
supermarkets are indepondeiitly owned stores, others are inde- 
pendently owned chains of supermarkets, while others are 
operated as units of the usual type of chain store such as the 
Great Atlantic and Pacific Tea Company. 

^ Super Market Merchandising says’ A supermarket is a highly depart- 
mentahzed establishment with adequate parking space, dealmg m foods and 
other household merchandise, either wholly owned or with some of the 
departments leased out to concessionaires, domg a mmimum of $250,000 
annually. The grocery department, however, is operated on a self-service 
basis 

* Phiumps, 0. P., “The Supermarket,” Harvard Business Review, Winter, 
1038, p 188. Agnbw, Hugh E , and Daub HonaimoN, Marketing Policies, 
McGraw-Hill Book Company, Inc., 1941, p. 106, Zimmbuman, M. M., 
"The Supermarket and the Charging Retail Structure," Journal of Market- 
ing, April, 1941, p 402. 
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The supermarket has four advantages that have made possible 
its spectacular development: (1) lower operating costs; (2) large 
stocks of well-known merchandise; (3) adequate parldng facili- 
ties; (4) self-service. As a rule the supermarket is not in a high- 
rent district. This permits it to provide land for free parking for 
its customers while keeping its rental expense low. Through 
self-service, it not only lowers the cost of clerk hire but permits 
the customer to take her time in looldng over the merchandise 
and making her selections. She will find in the store large 
assortments of branded merchandise that are well known to 
her through their advertising. The mass displays of these goods 
appeal to her. 

Company Stores. — A number of manufacturing, lumbering, 
and mining companies open stores for the benefit of their employ- 
ees, selling groceries and a line of general merchandise with 
emphasis on work clothes and home wares Such stores are 
called “company” stores, “industrial” stores, or “commissaries.” 
They are usually operated without profit to the company. Some 
of these stores are owned and operated by the company, and 
others are operated by the mutual-welfare association of the 
company. In 1939 there were 2,007 company stores having 
annual sales of $148,248,000. 

Cooperative Stores. — Cooperative stores have not assumed an 
important role in American retailing. This is due to the facts 
that other forms of retailing are rendering good service, that 
our population is a shifting one, and that as a people we are too 
individualistic to give contmual and loyal support to a coopera- 
tive store. The cooperative store is found largely in farming 
communities and in industrial centers where there are homogene- 
ous groups of workers. The profits of a cooperative store usually 
are divided among the membeis according to the amount of 
purchases each has made during the period The control of the 
store is in the hands of the members, each of whom has one vote 
regardless of the amount of his financial mvestment. Most 
cooperative stores are either grocery stores or general stores. In 
a number of our universities, the bookstores are cooperative. In 
1939 there were 3,698 farmer and consumer cooperative stores 
havmg annual sales of $224,376,000. 

House-to-house Retailing. — ^This form of retailing seems to 
vary in importance, assuming its largest volume during and 
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immediately after periods of depression. At such times the 
greatest number of people who desire such employment are to bo 
found. Among the best known companies in tMs field are the 
Fuller Brush Company, the Jewel Tea Company, and the Real 
Silk Hosiery Company. In 1939 there were 5,199 such com- 
panies doing an annual busine.ss of $163,397,000 

A house-to-house salesman has a difficult time, for he comes 
unasked by the customer and at a time that may not suit her 
convenience. There is likewise a certain amount of distrust of 
these salesmen because of the dishonest practices of some house- 
to-house salesmen. The high cost of this method is another 
disadvantage. 

There are two reasons why house-to-house selling has been 
successful. (1) The manufacturer controls the entire distribution 
and hence can provide aggressive selling. (2) It is a good means 
of doing mtioductory and educational woik for a product. 
Several products, such as aluminum ware and vacuum cleaners, 
were introduced and their merits impressed on the public by this 
method of selling. 

House-to-house selling has always been objectionable to the 
regular merchant, and ho has tried to get Icigislation against it 
passed by city councils and state legislatures Ho has been 
successful in this in respect to merchandise delivered at the time 
it is sold. When the finst call was .simplj’- to sell and the merchan- 
dise was delivered at a later call, any local re.stnction has been 
hold to be interference with interstalo commerce if the company 
itself is located out of the .state. Thi.s interpretation has largely 
freed house-to-house selling from any local intorforcnco. 

Traveling stores are not uncommon in the grocery field. ^ In 
the foreign sections of the cities are found the pushcart peddlers. 
In the subm'bs and in medium- and small-sissod cities, there are 
quite elaborate “groceries on wheels” or “rolling stores.” 

Automatic Selling.^ — The use of automatic vending machines 
has increased in recent years. They are operated by the insertion 
of coins and are used for articles at 50 cents or lower, the majority 
of sales being of 1- and 6-cent articles. Some of the machines 
are sold outright, and others are rented on a percentage basis. 
The greatest advantage of machine selling is the fact that 

‘ Other merchandise such as ready-to-wear, dry goods, and hardware is 
also sold by roUiag stores at times. 
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service is rendered at once and at any time. The chief disad- 
vantages are mechanical difficulties and the lack of opportunities 
for salesmanship. Today, through a talking device, soma 
machines can thank the customer when a purchase has been 
made. With increasing mechanical perfection, automatic selling 
will, no doubt, be more and more used in the sale of standardized 
and well-known products.^ 

Summaiy. — ^With these many different types of retailer com- 
peting with each other and with competition within each group, 
the result is inevitably a survival of the fittest. A speaker before 
a convention of the National Association of Credit Men, in 
discussing the elimination of the misfits in the retailing world, 
said, “Many retailers are incapable, inefficient and unprogres- 
sive. Their presence in business works severe hardship not only 
upon themselves but also upon efficient merchants whose business 
is adversely affected by their competition.” 

The man with a love for merchandising, who is continually 
looking for the most scientific and efficient method of opeiation, 
IS the one who will survive and prosper. Each year finds the 
retail picture changing — a fact that keeps the door of oppor- 
tunity open to the person who can envision a new way of serving 
our needs Merchandising today is both an honorable and a 
profitable profession and offers a bright caieer to one standing 
on the threshold of a business life. 

'• For a disousaioit of the requiiements that a pioduct should meet in order 
to sell successfully by automatic vending, see “Growth of Coin-device 
Automatic Meichandismg,” pp 26-29, by Harry W. Alexander, Boston 
Conference on Retail Distribution, 1032, 



CHAPTER III 
STORE LOCATION 

Wlien a retail store is being planned, the prospective proprietor 
finds himself confronted with many pioblems. In some way he 
must be able to finance this new venture and to nurse it along 
until it is strong enough financially to make its own way. The 
location of the store likewise requires an early decision — one that 
must be made before the store starts its life. The importance 
of having the right location for the store is not always fully 
appreciated by those who enter the retail business. If a poor 
location is chosen, the store is under a continual handicap in its 
competition for trade. If a better location had been secured, 
the store could attract the same volume of trade with just that 
much less energy, and the surplus could be used in attaining a 
still greater volume. 

The problem of location may be divided into two parts. In 
the first place, the prospective retailer must choose the town or 
city in which he will locate his store. This involves a study of 
the comparative advantages and disadvantages offered by 
different cities. Having made this decision, he then must find 
the most profitable site available in that city for his store. Each 
of these phases of the location problem demands a careful 
analysis. Too many men have started stores without stud3dng 
the economic need for another store in the selected community 
or the value of a particular site. With such unscientific begin- 
nings, it is no wonder that there are so many fatalities in the 
retailing field — so many stores that are doomed from their start. 

CHOOSING A CITY OR TOWN 

Points to Be Analyzed.-— This problem, in turn, involves two 
phases. The prospective retailer must determine in the first 
place whether or not a particular town offers an opening for his 
store. Then, having made such an analysis of several towns, 
he must make ft decision concerning the relaiive opportunities 
they offer. 
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In the investigation of this problem, the following points are 
to be analyzed. The principal industries must be studied. If 
a city’s industries are well diversified, trade will be less affected 
by any slow season or strike that occurs m one of these industries.^ 
If the town’s business relies mainly on one or more furniture 
factories, a falling off of furniture sales resulting in decreased 
employment will immediately touch all the stores in town. 
However, if there are other industries besides furniture factories 
in the city, these will not be affected by the depression in the 
furnitiue field; therefore their employees will continue to patron- 
ize the stores as before. 

One should also determine whether or not these industries are 
of a permanent nature or are hkely soon to die down or to shift. 
An air of prosperity may be given by temporary industries, and a 
shift in these will destroy what appeai’ed to be a steady source of 
trade. One factory may be poorly financed; another may be 
making a product that is becoming less popular, for example, 
pianos that are being produced in a radio age Neither of 
these industries offers a promise of permanent jorosperity to a 
community. 

Assurance of the future growth of a city's industries will 
justify the opening of a store when present conditions are not 
especially promising. The advantages of an early start and 
growth along with the development of the city’s industries come 
to him who can sense this future business development. Natu- 
rally a growing city is conducive to increase in the store’s business. 

Some communities, such as school and tourist towns, enjoy a 
seasonal prosperity. The merchant, in determining the worth 
of such a town, must remember that trade is not steadj'- through- 
out the year but must be secured largely during certain months. 

The general spirit of the town should be noted Some com- 
munities are progressive, whereas others tend to remain largely 
the same yeai’ after year. By investigating the pubhe-school 
system, the activities of the commercial and civic associations, 
and the general appearance of both the business and the resi- 

1 In 1913 the orange groves of Los Angeles County suffered a disastrous 
freeze. Roabzmg the harmful effect of this blow to their chief source of 
income the retailers and other business firms of Los Angeles dehberately 
planned to diversify the business interests of that county So well have 
they succeeded that today they claim to be the first agricultural community 
of the United States as well as its fifth industrial community. 
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dential parts of the city, one can judge a town’s progressiveness 
At the same time, the attitude of stores toward each other shoxild 
be noted. Do the stores compete in a friendly way and cooperate 
in certain undertakings, or is there cutthroat competition among 
them? Not all communities realize that, through cooperation 
among its merchants, a reputation can be built up in the sur- 
rounding territory that such a town is a good place in which to 
trade. This gives each of the merchants a chance to secure a 
greater volume of business, which is not gained at the expense 
of his neighboring merchants but comes from the greater number 
of people who look to that community as their trading center. 

Often the rapidity of growth in population is linked with the 
progressiveness of a town. This increase in population should be 
noted over a peiiod of years. Has the gi owth been fairly steady? 
If there is only a recent growth, it must be scrutinized more 
carefully. What is the reason for it, and is there a reasonable 
promise that it will continue in the future? In some cases a city 
that has been showing little or no giowth in the past may show 
signs of awakening. Such a case would have to be studied with 
more care than would a city that has actually grown. 

Potential Trade Territory. — ^An important factor in the present 
extent and future development of a city’s trade is its transporta- 
tion facilities. At one time, people from outside the city used the 
railroad when coming in to shop. Although this is much less 
generally true today, yet the number and importance of railroads 
entering the city have a bearing on its industrial development and 
growth in population. This, in turn, is related to the volume of 
retail trade. The retailer’s immediate interest is in finding means 
of getting people from the surrounding territory into his town to 
trade. He has learned that, the better and the more numerous 
the highways leading into tlio city, the greater the number of 
people from the surrounding territory who can be considered as 
potential customers of the store. Each highway that radiates 
from the city taps a new territory and brings it into possible reach 
of the store. 

Retailers differ in defining the limits of a city’s trade territory.^ 
In some instances, this may be regarded as the corporate limits 

> A picture of a city not as one market area but os many markets is shown 
m Frank R. Coutant, “Finding Your Market in a Metropolis,'' Adverhnng 
and Selling, March, 1940, p. 38. 
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itself as in the case where suburban towns are grouped near a 
large city. In other cases, people within a radius of 200 or more 
miles may look to a city for many of their retail purchases. 
Younker Brothers has a sizable number of accounts in each one 
of the 99 counties of the state of Iowa. Burdine’s of Miami 
advertises in certain national magazines. The average town, 
however, will draw trade from a more limited area. An investi- 
gation will reveal to what extent people are coming from the 
adjacent rmal territory and from near-by towns. 

The potential-trade-territory analysis should include a study of 
agricultural or industiial conditions, the number and nation- 
ality of the people, and their approximate annual income and buy- 
ing habits. If the region analyzed is a one-crop agricultural 
terntor}*', ib has the same disadvantages as a one-industry city. 
Its people may be large customers of mail-order houses, or the 
stores already in the teiritory may be progressive and satisfac- 
tonly serving their communities. Other questions to be asked 
are' Can this territory be reached through city newspapers, local 
iicw.spapers, or dnect advcitising? What cities and towns com- 
pete for its trade? 

The potential buying power of the community should be 
estimated. Statistics on industnal pay rolls, bank deposits, 
types of home, rentals, number and kinds of automobiles, use of 
electrical equipment, and sales of different types of magazines 
will all help in supplying information. It is not so important 
to get the average income of a community as it is to get the 
number of incomes in different groups divided according to 
amount. Where the incomes can be graded and the approximate 
number in each group can be ascertained, the potential buying 
power can bo better understood.^ The proportion of incomes 
falling into the various classes will give one indication of the type 
of merchandise that the store can carry. For instance, if there 
are many people receiving large incomes, this means that there are 
many families that are potential buyers of expensive merchandise. 

Communities have certain characteristics just as people do. 
A community may have the financial power to buy expensive 
and exclusive goods and yet may not do so simply because it has 
been the custom of the people to buy carefully and moderately. 

1 STACKHoti.sio, Waynu H., “ Measures of Purchasing Power,” Irtdiana 
Business Studies, 18 , 1939 . 
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Where there are many people who have leisure as well as financial 
means, there is likely to be a market for exclusive merchandise. 
Where the people are widely traveled, fashion will probably 
play an important part m their purchases. 

Knowmg the income of his community, the merchant will be 
interested in the amount that will be spent for his product. 
Various studies of the family budget by individuals and by 
governmental agencies have been made and will prove helpful 
reading for the merchant. 

An Economic Need. — Another important question concerns 
the stores already in the field and the way in which they are 
serving that territory The fact that there seems to be a suffi- 
cient number of stores in the community does not in itself prove 
there is not an economic need for another one. Are the stores 
now there adequately caring for the present trade? If not, it 
is easy to see that the new store can find a place. However, 
if they are apparently caring for the present trade and the satu- 
ration pomt seems to have been reached, a close investigation 
may show ways in which the now store can better satisfy the 
present or potential retailing ncisds of the community It is 
possible the present stores do not properly interpret the fashion 
demands of the community. The financial strength, the local 
reputations, and the buying, selling, and general policies of these 
competitora should be studied 

Some merchants locate without giving any attention to the 
economic need for another store, and, as a result, find out too 
late that the community does not need their store. William T. 
Grant, chairman of the board of the W. T. Grant Company, 
says, “Unless a chain store system is established to meet a real 
economic need, its outlook for a successful future is very dubious.” 
This same thought apphes to the individually owned store. 
Many a retail failure has its underlying cause in the fact that 
there was no economic need for such a store in the community. 

CHOOSING A SITE 

Having studied the advantages of different cities and having 
chosen the one that seems the most desirable, the prospective 
merchant must then find a location for the store within that 
city.^ It is of great importance that the logical site should be 

‘ “How a Chain Chooses Store Location," Proflrem'veGVocar, March, 1940, 
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chosen, for it ia hard to move a retail business once it has become 
established,^ So the site must be chosen with the future as well 
as the present in view. Many failures are due to a poorly located 
site. Location is a factor that is considered by the wholesaler’s 
credit man when he is passing on the retailer's line of credit and 
by the banker when he is asked by the retailer to make a loan. 

Type of Goods. — Different kinds of retail establishment 
demand different locations. The predominating type of mer- 
chandise handled in a store has an important bearing on the 
selection of a site. Some analysts have divided stores into those 
handling convenience goods and those handling shopping goods. 
Others have made a third class — stores handling specialty goods. 
Convenience goods are those which ordinarily will be purchased 
at frequent intervals, at the most accessible place and at a small 
price per unit. Because people ordinarily buy this type of mer- 
chandise at the most convemont store, the store should be located 
close to the people, as are the neighborhood shops, or where the 
people pass most frequently, as are the corner cigar stores. 

Many convemence goods arc bought on impulse and are called 
“impulse goods ” The customer notices them in the store and 
buys them because of having seen them, not because he came 
into the store with the intention of buying them. It is said that 
Mr. Woolworth beheved that 90 per cent of the purchases made 
in his stores weie goods bought on impulse by customers who 
happened to see these goods and so purchased them there without 
having had such an intention when they came into the store. 

Shopping goods are those in the purchase of wliich one wants to 
compare values, prices, and styles. Oidmaiffy, these goods are 
of a higher price per unit than convenience goods, and the 
customer will make a special tup to several stores to inspect 
them before purchasing. Because of this comparison habit, 
such stores tend to group themselves in what is known as the 
shopping district. Because their goods are of a larger per unit 
price, the sales to each shopper are not so frequent. Thus, such 
stores must make their appeal to many shoppers and usually 
expect trade from a large area There seems to be an increasing 
tendency to shop around to compai’e prices, assortments, and 
quality. Being near another shopping store make® it easy for 
its customers also to visit your store in their shopping. 

» The following disouesion also applies to a store that is planning to ohange 
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Specialty goods are usually of a high per unit price and are not 
frequently purchased; in selling such goods, emphasis is placed 
on style, quality, exclusiveness, or something other than price, 
which induces people to go out of their way, if necessary, in order 
to purchase at the store selling these ai tides I'he shop that 
handles specialty goods chiefly tries to build up a leputation 
or an atmosphere around it that will lift i( above price com- 
petition and shopping Such stores demand a wide trade 
territory but not a shopping site; hence, they are often located 
on a high-class side street near the shopping centei . 

Though most stores carry goods of all three classc's, one class 
usually predominates to such an extent that we can speak of the 
store as a “convenience” stoic, a “shopping” store, or a “spe- 
cialty” shop. If it IS remembered that these different types of 
store demand different types of site, an analysis can be made of 
the possible sites with this factor in mind 

Traffic Arteries. — Ralph Waldo Emeison said that if the maker 
of the best mousetraps m the world .should live in tlie heart of the 
forest the world would beat a pathway to his door But this is 
not true of retailing. A store cannot be located anywhere and ex- 
pect the world to come to it Its location must suit the conven- 
ience of its customers. It must be located bj'- “the side of the 
road where the race of men go by.” To a certain exl ent only can 
a greater volume of advertising make up for an inferioi location. 

Accordingly, one of the finst things to consider in choo.Hing a 
site are the artcrie.s of traffic that lead to it. This traffic includes 
street cars, busses, automobiles, and pedcslTians. By which of 
these ways do the prospective customers come? What propor- 
tion of the store’s sales will bo accounted for by each type of 
traffic? Studies^ that have been made in Washington, D.C., 
and in Kansas City, as well as in other cities, show that auto- 
mobile customers purchase the most goods in dollar values, 
if not in number of purchases. An exclusive specialty shop will 
find in most cases that its customers come by automobile. So a 
street off the car lines or bus Imoa is likely to be chosen, for such 
a location will be more convenient for those driving up m their 
cars. Such a street may have less stringent parking regulations 
and more parking space. 

‘ Studies made by Miller MoClintook of the Albert Eussel Erskme Bureau 
with Harvard University, 
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A location at an intersection of streetcar lines or bus routes 
is often considered desirable. The dasirability of such a location, 
however, depends on an analysis of the streetcar or bus traffic. 
What types of people use this mean,s of transportation? This is 
largely answered by noting the territory that these car* lines or 
bus routes tap. If they serve the poor or foreign sections of the 
town, they will discharge this type of people at the intersection. 
A store that wanted to appeal to the wealthier class would not 
find that that intersection gave it the type of customers it 
expected to serve. The nature of the district from which the 
streetcar or bus comes affects the value of the intersection. A 
department store or any other store that relies on all four arteries 
of traffic will desire to locate wheze people from all these four 
arteries can arrive. 

Traffic ClasstficaUon . — It has been said that the best location 
for a store is that which the most people pass.^ But that is often 
not the truth — at least, not the whole truth. An analysis of the 
passing crowds must be made. The best location is the place 
passed by the most people who are potential customers of the 
store Those may include only a fraction of the total number of 
pasanns-by. The number of potential customers can be deter- 
mined by an actual count classifying the people who pass a 
certain point on one side of the street. Because different days in 
the week and different horns in the day show a great variation 
in the number and class of people passing, such a clocking of the 
traffic must cover typical times or a sufficiently long period so 
that its average will be representative. 

A drugstore may be interested in the total volume of passers-by, 
for it can expect trade from all of them. Other stores may be 
interested in the numbers of the traffic according to sex. A men’s 
clothing store is interested in the number of men passing, rather 
than in the total number of people, so is a cigar store. The owner 
of a department store or dry-goods store, on the other hand, is 
interested in the number of women passing, for he knows that 
women comprise the great majority of his customers. 

It is usually important to classify passers-by not only according 
to sox but also according to their purpose in passing. A woman 
on her way to the matinee is not the best prospect for furniture, 

1 HuTcniNisON, Kbnnbth D., “Traffic and Tiade Correlations: A Tech- 
nique in Store Location,” Journal of Market, tng, October, 1940, p. 137* 
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nor ia a man who is hurrying from his office to his suburban 
train. However, this woman would be a good prospect for a 
candy store and the man for a cigar store or newsstand. To a 
certain extent, the hours at which people pass indicate their 
purpose in passing Those going by oaily in the morning are 
on their way to work in the office or facl.ory. Later in the 
morning come shoppers; at noon the people are going to lunch, 
in the afternoon come shoppeis and playgoers; in the later after- 
noon, people are on their way home from woi k ; and in the evening 
they are largely thcatei goers. A chain organization that desired 
to count the women who would be potential customers clocked 
the women passing the prospective location between the hours 
of 10:00 A.M. and 5 00 p.m. It felt that those passing during 
these hours would be shoppers. 

A tliird classification of those who pass might be made accord- 
ing to their financial ability to purchase Out of 100 women, 
apparently shoppers, who pass a given spot, only 10 may appear 
to have the financial status to patronize an exclusive jewelry store. 
One who is fnmihar with that type of trade can more accurately 
approximate the number who would bo potential customers. 

A certain chain company in clocking the women who pass a 
given point divides them into three groups — those who will 
normally enter tlie store, those who will look at the store windows 
and so may lie brought into the first class, and those who -will 
neither enter nor look. Their past experience has taught them 
what porcontagG will fall in each gi’oup, how many of these will 
make purchases, and how much, on the average, they will spend. 
If, out of 4,000 people passing, 7 per cent will enter the store and 
half of these will make purchases averaging $1.10 apiece, a store 
at that location will have an annual sales volume of $46,200 
based on a 300-day year. 

The general statement that the most desirable site is the one 
which the most people pass can be qualified by (1) the sex of the 
passers-by, (2) their purpose in passing, and (3) their ability to 
purchase. 

Advertising Value. — A location on some streets is desirable 
because of the advertising value of the street An editorial in 
The New York World says, “The ability to engrave certain New 
York addresses on one’s cards and letterheads has a value not to 
be measured by convenience or any tangible manner of desirar 
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bility. It is good advertising, whether of a social or business 
sort.” Certain streets have become well known as the home of 
shops and stores selling high-grade or fashionable articles. As a 
result, in the mind of the purchaser any store on that street must 
be of the same high class. This factor is especially valuable for 
securing out-of-town trade, for those streets are usually the ones 
everyone knows For example, a Michigan Avenue, a Fifth 
Avenue, or a Lincoln Road location has the advantage of this 
ready-made reputation. The property owners on certain streets 
have endeavored to give their street distinctiveness by having 
it brilliantly lighted Washington Boulevard in Detroit claims 
to be the “brightest street in the world ” 

A chain organization may pay a higher percentage for rent in a 
downtown location than it would for a suburban location because 
of its greater advertising value. The downtown store creates a 
business for all the units of the chain in the city. 

The general surroundings of a location influence its worth 
either for good or for bad. If the stores and buildings around it 
have a high-class and prosperous air, the location will have a 
similar appearance. If one side of the street has a more pros- 
perous appearance than the other, people will prefer to walk 
along that side and wfll associate with the stores on that side of 
the street a greater prosperity than is attributed to those of the 
other side. When there are empty and unattractive buildings 
around a certain site, the location is adversely affected. The 
apparent stagnation will permeate the site and detract from 
it no matter how it is itself improved. A vacant storeroom next 
door or near by gives the same impression Merchants have 
frequently used the windows of vacant buildings in the neighbor- 
hood for display purposes, not only m order to add to their display 
footage but also to eliminate partly the impression given by an 
adjoining vacant room. It is said that one large city in the 
Middle West has an ordmance compelhng every owner of an 
empty store to give it an attractive appearance. In another 
city the local manufacturers’ association arranges displays in the 
windows- of vacant store buildings This not only increases the 
attractiveness of the business section but also is a form of 
publicity for these manufacsturers. 

If there have been past failures on a same site, an unfavorable 
impression remains in the minds of many people and is associated 
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with any now enterprise starting there Thus, a site may become 
a "hoodoo,” not through any fault of its situation but because 
of the memory in people’s minds. 

A bank, mortuary, or church does not add to the shopping 
value of adjoining property for most types of store 

Retail Grouping. — ^There is a tendency for c<'itain types of 
retail store to group together. This seems to be jirofitable for 
the merchant and is convenient for the cu.stoni(‘r.s. This group- 
ing takes three different forms Stores of the same geneial 
class of trade but each offering a different type of goods aie often 
grouped together ^ Grocery stores, meat maikelh, and bakeries 
are all selling foods; yet each is of a different type. Diy-goods 
stores, millinery shops, jewelry stoi'es, and shoe si ores often are 
grouped because they make a common appeal t.o one who is 
thinking of clothes and adornment Each of thcs(' stores helpsS 
the other in cieating demand. The president of a di iig chain says 
that he always prefers a location between two chain grocery 
stores because of the large number of people llu-y attract and 
put into a buying mood 

A second form of grouping is that of compotitm' stores. It has 
been said that big stores like to be in big company so 1 hat they can 
benefit by each other’s bu.sinesH-g('tfing aistivities. Theio is no 
store that can expect to gain for itself all the benefits of its 
sales-promotion activities; a portion i.s bound to S(!ep out to 
its competitors. It, in turn, benefits from tliis seepage from its 
competitors. Women, especially, like to make comparisons and 
consequently like to trade in a district whore it is easy for them 
to make these comparisons. Thus stores selliiip, shopping lines 
tend to group together, for several such stores will al, tract more 
trade than can one store. In almost any city the department 
stores are grouped together; this makes shopping easy. Every 
city has its automobile district in which are grouped the various 
automobile-selling agencies. Five-and-ten-cent stores usually 
locate close together; this is helpful to each store rather than 
harmful, for each helps draw to that district the types of people 
who patronize such stores. It is said that Marsliall Field and 
Company once gave Mandel Brothers a 99-year lease on a piece 
of property adjoining the Field store. In explanation, Mr. Field 

Ratoww, Richabd W., The Problem of Retail Site Selection, University 
of MioMgan, Bureau of Business Research, 1939. 
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said the Mandels were good merciiaiits; hence, they would help 
in attracting trade to that location. There is, however, a limit 
to the benefits to be derived from the grouping of competitive 
stores. There is only so much possible trade to be divided. 
When the additional store does not attract new trade but simply 
divides the present trade, then it is detrimental rather than help- 
ful to its competitors, 

Grouping for borrowed support is a third type of grouping 
Specialty shops for women often like to locate near department 
stores so that they may benefit by the advertising and window 
displays of the department stores. These smaller stores get a 
certain amount of overflow binsiness from those who cannot be 
satisfied in the department store. Such stores must be of approxi- 
mately the same grade, for people will go from one store a little 
above or a little below another, but not toone a great deal different. 

Sides of Street Vary. — The opposite sides of the same street 
may have different values. When a peison alights from a street- 
car or bus, his first impulse is to get to the nearest sidewalk. 
As a result, the location directly facing the car or bus stop is 
the most desirable one Whether the car stops before or after 
crossing an intersection affects the relative value of the two 
locations. In other instances, one side of the street has a greater 
value for certain types of store simply because the customer 
expects to find them there. Past years have taught her to find 
them there. 

The sunny and shady sides of a street usually have a different 
value If a store in the noi thorn part of the United States makes 
most of its sales in the winter months, that side of the stieet which 
will be sunny in the afternoon may be preferable. However, in 
most instances the shady side of the street is the more desirable, 
both for the shopper and for display. Because women do a great 
deal of their shopping in the afternoon, a walk on the sunny side 
of the street dining the warmer weather will not appeal to them. 
The factor of desirability for wmdow display is not very impor- 
tant where tho tall city buildings shade both sides of the street; 
however, in other places the strong sunlight often harms the 
display. It will fade many delicate dress materials, draperies, 
and upholstering. Reflection from the plate-glass windows or 
from tin, glass, or aluminum displays in the wmdows is very 
displeasing to the window shopper. 
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Rental Values. — After analyzing the different available sites 
according to the vtuious points that have been mentioned, the 
locations most desirable for a given type of store can be found. 
It would be only natural if the rents for these were relatively 
higher If the store in this better location can make sufficiently 
greater sales and larger profits, it will more than rf'pa.y the higher 
rent One must estimate the amount of bu.sine.ss po.ssible in the 
different locations and see if the difference in remt. will be justified 
The heavier volume of busini'-ss done in that .section composed of 
women’s stores is the rea.son for 1,he higher lental value. 

A corner location is more valuable than an inside one; for it 
has a greater amount of display .space, and people on two ai terios 
of travel can .sec the windows and be attract, cd into the .store by 
them. Such a location i.s a natural .shopping point. It i,s the 
merchant’s problem to determine whether the,se advantages are 
worth the extra rent.al charged for the comer locations. 

Shopping centers of cities giadually .shift dining the years. 
The growth of population and new residential di.strict.s, with the 
accompanying ch.angcs in transporta(,ion facilities, eitlicT lead to 
the development of new .shopping centers or dcdm-nmio the direc- 
tion of the movement, of the old shopping cimt-er. ’I’Ik' diroetion 
of growth is an important point to con.sider, for it shows where 
the .shopping center m.ay soon be. Loeation.s in the path of this 
growth will have a higher rental value than in the lunghborhood 
from which traile is passing. Over a period of years the better 
stores tend to move, toward I he l)e.st residential district, following 
the streets carrying tlie Insivicst traffic. 

From variou.s ,sl,udie,s that have been inadi' and from his own 
previous experience, the merchant can e.stiniate the .amount 
of rent he can afford to pay for a location. If he believes that, 
m a certain location he will be able to do an 180,000 volume of 
.sales a year and that he will be justified in spending 8 per cent 
of his net sales for rent, then lie knows that he eaiinoi, pay over 
$200 a month rent for that location. 

Outlying Branch Stores.— -A recent development that promises 
to grow in importance during the coming yeans i.s Llu' tendency 
of metropolitan “downtown” stores to open braucUcs in the out- 
lying districts. This development has increased the importance 
of suburban shopping centers. Many secondary shopping 
centers arc being chosen by the big downtown stores as likely 
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places in which to expand. In some cities, this movement is 
seen only among the specialty stoics, wheicas in others the 
department stores also have branched out. Before opening such 
branches, the store needs to make a careful market analysis of 
the new territory. What is a good location for one store may not 
be for another. It must study both the piesont and future 
populations of the territory. The Federal Census of 1940 shows 
a shifting in the location of markets away fiom the urban centers. 
A number of our large cities even lost population owing to the 
decentralization of population in the.sc metropolitan areas. At 
the same time, suburban areas have been growing. If this 
trend continues for some time, it will make these suburban areas 
increasingly dc,sirable for branch-stoic locations. 

Such a store as Marshall Field and Company ha.s not only that 
great retail institution in “the Loop” but also branch department 
stores in Evanston and Oak Park, as well as a shop in Lake Forest. 
Other large stores that have developed outlying branches include 
Strawbridge and Clothier, Altman’s, Best, and James G. Hearn 
Saks-Fifth Avenue has a number of -winter and summer resort 
shops. Wm. Filcne's Sons Company has seven branches and 
four summer resort shops The plan of having branch stores 
will no doubt in time be accepted by many of the leading stores 
in the larger cities of the country.^ It is a case of the mountain 
coming to Mohammed. 

The chief condition that has led to this development is the 
traffic congestion m the main business district." The traffic 
problem has become such a serious one in every city that many 
people do not care to drive into the main business district if it 
is at all possible to avoid it; this is especially true of the woman 
shopper. In view of the difficulty of finding a place to park and 
the many police restrictions governing these places, it is not 
surprising that the shopper is unwilling to drive downtown for 
her shopping trip Some stores have attempted to lessen this 
disadvantage of their downto-wn location by providing parking 

1 Rutteotisko, Selma, “Branch Stole Developments among New York 
City Stores,” Journal of RetaiUng, February, 1941, p. 4. Eichblbaum, 
Fbedbrick, “Where Is Detroit’s Downtown Area Going?” Wonien’s Wear 
Daily, May 6, 1911, p 26 

“ The attempt of a mam shopping distiict to piotect itself is de&oiibed m 
“Downtown Chicago Checks Deeentralkatioii Tide,” Retail Executive, 
Nov. 20. 1940. D. 2. 
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space for their customers or by paying the cost of parking their 
cars in garages while the customer is in the store. Some stores 
even have paid the tiaffic fines of shopijers. Gimbol Bi others in 
Philadelphia and Stix, Baer and Fuller Company in St. Louis 
proAude parking garages for their customers' convenience. Mer- 
chandise purchased in thc.se stores is deliveied every half hour to 
the gaiages. Customers are charged for parking but not for 
the delivery of merchandise to the garage. Good parking 
facilities are an extremely impoitant asset for any store. 

In addition to the better traffic conditions found in the outlying 
districts, theie is also the advantage of a much lower rental charge 
than in the main business district. Certain other expenses should 
be lower likewise, for the admini.strative staff at the main store 
serves the branch store also. As a re.sult, many stores find that 
the profits made by their branch stores are larger than those made 
by the parent store. The desire to increase the sales volume is 
another reason for this expan.sion. The branch store will attract 
people who would not have gone to the parent .store in the main 
shopping district; in this way, it increases the total number of 
people served by the stores 



CHAPTER IV 
STORE LAYOUT 

Proper Layout and Equipment Pay. — The modern merchant 
spends time and thought on the general arrangement and 
equipment of his store because of the growing weight of evidence 
that such attention pays.^ The old stores of yesterday just grew 
and took over adjacent store buildings as they were needed. 
Often the floors were on different levels, and it was almost impos- 
sible to direct people through the store. A definite layout plan 
was seldom, if ever, considered. Too many stores, as sales 
volume has increased, have added to their selling space and equip- 
ment in a haphazard manner. A store properly laid out and 
equipped tends to make shopping easier for the customer and in 
many cases reduces expenses for the store 

Where it is impossible to add to the floor space, a rearrange- 
ment of the equipment may permit increased sales in the same 
space. One store in altering its first floor layout elimmated all 
selHng counters, thereby increasing the selling space by one- 
third, despite the addition of a large area for reserve stock. 
Even in a new store the original layout may be inferior simply 
from lack of conscious planning and designing. As a result of 
this poor arrangement, there is an annual loss of many dollars to 
the store, dollars that might have increased the net profit A 
little extra expense devoted to planning needed changes in the 
layout and equipment of the store will bring increased profits day 
by day 

Store Front. — ^A person’s first impression of a store is given by 
the store front ^ The general style of retail-store architecture has 
changed from time to time during the history of this country. 
At present an increasing number of stores are using a modern 

1 Straus, Edith, “The Plan behind the Plan Counts m Store Moderniza- 
tion,” Bulleim of ilw NaHonal Retail Dry Goods Association, July, 1940, p 22. 

“ Sometimes an entire section of a buamess district tries to improve its 
appearance. “ Oakland Keeps Shoppers Coming Downtown,” Retail Execu- 
tive, Peb 21, 1940, p 2. 
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moiif in planning the store fiont as well as the interior of the 
store ’ 

The front of a store should tell a story about that store and fts 
policies and merchandise The dignified simplicity of Marshall 
Field’s speaks of the conseivatism and substantial history of 
that store. The standardized fronts of Woolworth stores pro- 
claim from coast to coast the economy of large-scale mer- 
chandising So fai as possible the store front should typify 
the merchandLSG that is being offered -wiLhin the stort' ^ A store 
selling oriental rugs creates an oriental atmosphere by incorporat- 
ing in its store front grilled iionwork, inlaid mo.saies of colored 
tile, and two hanging lanterns like those found m the temples of 
the Far East 

In some high-class suburbs of our larger cities, attempts have 
been made to create groups of retail store.s who.se fronts have a 
common architectural de.sign ^ This common design fries (1) to 
conform to the piovailing typo or school of architecture found 
in that particular suburb and (2) to emphasize the, small-shop 
character of the slnrcs 

The two important pails of the store front arc the entrance or 
entrances and the display windows. Much time has been given 
in the modern stoics to the proper local ion and designing of 
entrances. Their number, loi'afjon, and dn.sign should bo 
jilanned with the goal in mind of making entrance to the store 
easiest for the greatc'.st number of people. l''hi.s may mean the 
addition of other doorway, s or change, s in location of pre,seut one,s. 
The number and location of entrances affect not only the case 
with which eustomeivs can enter the stori', but in addiffon the 
distribution of traffic within the store. An inadoiiuate number 
of entrances or poor location of the available one,s may make it 
practically impossible to get proper distribution of consumer 
traffic in the store. The physical featurns of the doorway should 
be designed to facilitate entrance. This includes the elimination 
of any steps, for they are obstacles to entering the store. A slop- 
ing entrance likewise is bad, especially in wet and slippery 

^ Women’s Wear Daily, Feb 24, 1941, p, 26. 

* Of course, this often is not litorally possible, especially in stores handling 
many different lines of moroliandiso. 

’In some ease the common aroluteotural design extends to the entire 
building. 
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■weather. The door into a store usually is of one of the three fol- 
io-wing types: (1) an ordinary hinged door; (2) a revolving door; 
(3) a double set of swinging doors with a heated vestibule between 
them. The first type is used in most small stores. The second 
and third types are common in the larger stores; the third type 
is able to handle a heavier traffic The use of swinging or 
revolving doors increases the value of the selling space near the 
entrances, because the incoming air is so tempered that the space 
is productive in cold as well as in warm weather.^ 

The display windows are a very important part of the store 
front, because the window-display space is usually the most 
valuable advertising medium that the store has The store front 
should be designed so as to give as much window space as possible. 
The space provided naturally is limited by the -width of the 
building, number and size of the entrances, and other physical 
characteristics of the store front. A store may increase its 
display space by having a recessed entrance with windows 
facing this entrance 

Interior Layout. — In planning the interior arrangement of 
the store, ^ the letail functions for which space must be provided 
fall into two groups: (1) selling; (2) nonsclling ® The plan- 
ning of the layout for selling functions involves the location of 
(a) the regular selling departments and (5) the temporary special- 
sales merchandise, aisle tables, bargain counters or tables, and 
so forth The layout of nonselling functions includes the 
location of (a) the nonselling departments, such as receiving and 
marking room, delivery department, stock rooms, and office 
space, and (h) store facilities such as stairways, elevators, 
escalators, and the like. 

Value of Different Locations. — Rent must be paid for all 
space in the store, and the payment must come out of sales; 
therefore, the merchant is faced with the problem of making the 
various parts of the store pay their shares. Each department in 
the store and each display case, section of shelving, and table in 

that department must bear its share of the rent 

y 

1 This IS especially true if an anangement of two sets of doors with a 
heated vestibule between them is used 

“ "Tests before Changes," RdaH Executwe, Aug. 7, 1940, p 6 
® For a detailed discussion of interior layout, see Paul H. Nystrom, 
Economics of Retailing, Vol. II, Chap. 8 
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The interior of a store is not of equal value per square foot. 
Therefore, the merchant cannot properly divide or apportion the 
entire rent among the vaiious depaitments simply by dividing 
the amount of the rent by the number of square feet of space in 
the store and then aiiplying this rate per square foot to the 
amount of space in a paiticular section. Nor can the rent 
per floor be propoily detei mined in a store with several floors 
simply by dividing the total rent by the number of floors. 

In a store having several floors the main floor is considered 
much more valuable than any other floor. The main floor 
is the easiest of access to customers and has the greatest amount 
of traflfle; therefore, it offers the greatest possibility for sales and 
should bear a comparatively large, share of the store rent. The 
farther a floor is from the main floor, the less valuable is its space 
and, as a result, the smaller the percentage of the total rental 
charge that it should bear. In spite of stairways, elevators, 
and escalators, it is not easy to entice people beyond the main 
floor 

Even different parts of the same floor liave different values. 
On the main floor the dwiilay windows have the most valuable 
space. Next in order of value comes that spac.e immediately in 
front of or at the right of the entrance This is due to the fact 
that the most people visit or pass this space. On this same 
basis of determination of value, the back part of the floor is 
less valuable. If a merchant will make a plan of his space 
and divide it into sections, he then can divide the total rent 
among these sections according to their relative worth This 
will give him a basis for allocating the rent among the different 
departments. 

Some merchants have a store space too large for the amount of 
business done This means that the productive part of the space 
must bear the excess burden of the rent paid for unnecessary 
space. If a portion of the room can be walled off, for example, 
by moving up the back wall, the extra space can at times be 
sublet and the rent bill thus cut dowm. The smaller selling 
floor may also be much more convenient for both customers 
and salespeople. 

Location of Nonselling Activities. — The nonselling departments 
are located, as a general rule, in the less accessible parts of the 
building. Storage and delivery may be provided for in separate 
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buildings by the larger stores.^ The nonselling departments can 
do their work there as well as they could in the more valuable 
space that is occupied by selling departments. The location of 
nonsellmg departments must be planned along with the location 
of the selling departments and the general traffic lanes in the 
store In some cases, changes in the location of nonsellmg 
activities may bring a much better distribution of store traffic, 
with a resultant increase in sales in certain selling divisions. For 
example, one store moved its executive and credit offices from a 
nonselling floor to the rear of the homewares floor and found that 
the new arrangement caused more customer circulation and 
increased sales on the homewares floor. 

The correct placing of the stairways, elevators, and escalators 
necessitates a careful study of customer traffic in the store Good 
location of these facilities helps in the pioper distribution of 
traffic on the main floor and greatly increases the selling value 
of the upper floors. The location of stairways, elevators, and 
escalators must be planned with respect to the main traffic lanes 
to be developed In the modem store the general scheme is to 
give the entire floor traffic circulation instead of developing one 
main entrance and a beeline aisle to the elevators The location 
of elevators and escalators must be considered along with the 
number and position of the entrances to the store. Naturally, 
there is a limit to the extent to which people can be detoured 
through the store in order to reach the stairways, elevators, 
escalators, or some special service or selling department; but the 
better the circulation, the better the sales per square foot for 
the entire floor will be. The placing of stairways, escalators, 
and elevators in a relation to each other that will bring about a 
division of traffic among them is an important factor in develop- 
ing upper-floor space As these facilities are the entrances to 
the upper floors, their location affects the traffic aisles or lanes 
in the departments on these upper floors. 

Factors to Be Considered in Location of Selling Departments. — ■ 
In allocating space to the selling departments of a store, there are 
four factors to be considered.* 

1 A good description of such an arrangement is found in Women’s Wear 
Daily, Feb 17, Kill, p 25, 

* We are assuming that the merchandise la grouped into definite selling 
denartments In a now store tho first step m planning layout probably 
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1. Ability of the department to produce sales volume per square foot 

2. Pleasing appearance 

3. Convenience of customers 

4. Facilitation of sellmg 

1. Abzlity of the Department to Produce Sales Volume per Square 
Foot . — Because the various sections of the store vary in value, the 
departments should be located only after a consideration of their 
sales and profit possibilities. Assuming that other factors are 
equal, the most valuable space should be allocated to those 
departments with the highest sales possibilities. As a rule those 
selling departments that produce lower sales volumes per square 
foot belong in the less valuable space. Detailed statistics have 
been gathered in several department stores to show the sales 
per square foot possibilities of the merchandise departments. 
Although the use of these figures is subject to many possible 
limitations, especially when applied to other stores, they do give 
some idea of the relative sales po.ssibilities of different selling 
departments. In some instances, departments may be located 
in sections more valuable than is justified by their present sales 
volume because the store wishes to encourage an increase of 
business in these departments. 

2 Pleasing Appearance . — The modern store in planning the 
location of the merchandise departinciiis must remember the 
importance of a pleasing appearance. Because it is selling to 
women, the layout must combine utilitj’- with eye appeal. The 
impression that the customers or prospeotive customers gain is 
of special importance in stores that sell on a quality basis to a 
high-class trade. The customer’s first impr(‘,s.sioii uiion entering 
the store is of particular importance; therefore, in allocating the 
space near the entrances, the display possibilities of the merchan- 
dise in the various departments must be considered. From 
among those departments whose sales possibilities justify loca- 
tion in the most valuable space, those that will make the mo.st 
pleasing and effective display should be selected for the sections 
near the entrances. For example, a glove department lends itself 
to a more pleasing display than a knit-underwear department 
can achieve and therefore should be located nearer the entrance. 


would be the grouping or departmontiiiing of the goods. For a discussion 
of the process of departmontising, sco Chap. VI. 
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A pleasing appearance in the layout of the selling departments 
makes shopping more pleasant. One development in recent 
years that seems to be partly due to the desire to make shopping 
pleasant for the consumer is the trend toward the installation of 
“small shops” within various departments of the store, for ex- 
ample, a Campus Shop, a Cotton Shop, a Sorority Shop, a French 
Shop or a Sportswear Shop within a given department. The 
small shop tends to focus attention on itself and its merchandise. 

3. Convenience of Customers . — The layout must bo planned 
with the idea of making it easy and convenient for the consumer 
to buy. One basic consideration is the distribution of customer 
traffic throughout the store by means of layout arrangements. 
If the layout is not planned so as to help distribute traffic through- 
out the store, most customers will follow the natural traffic lanes 
that are established between entrances to the store and the 
elevators, escalators, stairways, or special departments of the 
store. This frequently leads to congestion in certain aisles, 
resulting in crowding and bustling, which are distasteful to the 
modern customer. 

The problem of providing proper distribution of traffic must 
be handled in each store according to its conditions and meeds; 
however, certain difficulties are common to many stores. For 
instance, the natural tendency is for customers to turn to the 
right on entering the store One store offset this tendency and 
balanced aisle traffic by moving the center fixtures six inches 
to the right This tendency may also be offset and a more 
even distribution of the traffic obtained by putting popular items 
to the left and making the display on that side especially attrac- 
tive. As most people do not go more than 20 to 25 feet in a 
store before they wish to turn, the layout plan must provide 
ample provision for the flows of cross-traffic in the store. Fre- 
quently, customers can be attracted to certain departments or 
sections where the traffic ordinarily would be light by means of 
certain suggestive devices. One store that desired to attract 
people to a particular section placed a strip of led carpet from 
the elevator to that department There was no sign directing 
people in that direction; yet the store reported that this simple 
expedient sent people in that direction. It was just a matter of 
indirect suggestion. 
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Wide and straight aisles give customers a change to move 
through the store without inconvenience. The layout planning 
should also include a determination of the desirable way in which 
to locate the counters with respect to the traffic. Some stores 
place the counters crosswise to the traffic; thus the customers m 
the side aisle.s aic not bothered by the stream of traffic passing 
down the main aisles. Other stores irrefer to have their counters 
paiallel with the main aisle, for this gives the store a less crowded 
appearance and is of greater value for display pui poses The 
layout should be designed so as to permit as full a view of the 
entire floor as is possible. This helps the customer in locating 
other departments and also gives an impression of spaciousness 

If it IS the accepted custom in a city to find certain merchandise 
in certain locations in the stores, customers naturally expect to 
find it there. This must be kept in mind if a store thinks of 
placing meichandise in locations different from those in the other 
stores of the city A layout radically different from that in 
other stores of a similar type may bo an inconvenience to cus- 
tomers, especially those shopping in the store for the first 
time 

Because most shoppers in a department store are women, men 
do not feel at homo thi'i'o and like to got in and out as quicldy as 
possilile. If a store is trying to encourage the masculine trade, it 
provides a separate entrance for the men’s department or places 
that deparLment in such a position that men can get in and 
out as nearly as possible unhampered by the throngs of women 
shoppers. 

For the convenience of his customers a retailer might install 
occasional chairs. These would make the shopping expedition 
much easier, especially for those shoppers wishing to purchase 
articles that require considerable time for proper selection. 

4. Fadhtalton of Selling . — Planning the layout of the selling 
departments so that sales are facilitated tends to bring two 
desirable results; (a) an increase in the amount purchased by 
customers; (6) a decrease in selling and other operating costs. 

Most people shop around and do not give one store all of 
their trade. This necessitates the use of selling strategy to get 
the customers to purchase more than they had intended when 
coming into the store. Increasing the amount of the average 
sale is the object of many of the newer ideas in store layout and 
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traffic arrangement. Through the grouping together of related 
items or departments so that customers are led naturally from 
one line of goods or department to another, the customers may 
be encouraged to make additional purchases, which, of course, 
increase the amount of the average sale made by the store. An 
Eastern store had a 100 per cent increase in the sale of neckwear 
and an almost equal gam in the handkerchief business when 
these two departments were moved from the main floor to a 
position near the dresses in the ready-to-wear department on 
the second floor. 

The grouping of related merchandise and departments facili- 
tates ensemble selling, which mcreases the amount of the sale.^ 
If a customer buys a dress, the layout should make it easy for 
her to purchase shoes and hosiery to go with it Or if the pur- 
chase is a table lamp, the grouping of depaitments may lead her 
to buy a table cover or a vase as well. If for some reason it is 
undesirable or impossible to group related departments, addi- 
tional purchases of goods in other departments can be suggested 
by sample displays of the goods in allied departments.^ For 
example, if the customer, while purchasing a dress, sees a shoe 
display in the dress department, she is given the suggestion of an 
additional purchase. 

The arrangement of the merchandise in a particular department 
so that those goods most closely related are grouped together 
leads to larger purchases by the customer. The toy department 
of a large department store arranges its extensive Christmas 
layout so that those toys that appeal to children of the same age 
will be grouped together Thus, all the toys surrounding the 
customer are potential purchases and so suggest additional 
purchases on her part. 

The importance of increasing the average purchase has been 
stressed in the previous discussion. The following table shows 
how the annual sales of a store can be increased by raismg the 
average purchases even a small amount: 

"■WoLi’ii, Hahey Dhanh, “Think Selling before Buying for Successful 
Ensemble Volume,” Women’s Wear Daily, Apr. 9, 1941, p 34, Apr. 10, 1941, 
p. 36 

= Of course, these sample displays might be used even if the departments 
were closely grouped in location, although there would in that caso be less 
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Daily customers 

Increase in annual sales, based on 310 bnsmess 
days in a year 

Inci easing average 
purchase 10 cents 

Increasing average 
purchase 25 cents 

50 

3 1,550 

$ 3,875 

100 

3,100 

7,760 

160 

4.650 

11,025 

260 

7,750 

10.376 

600 

15,600 

38,7.50 

750 

23.250 

58,125 

1,000 

31,000 

* ! 

77.600 


Because this increase in the aveiafto sale ordinal ily is obtained 
with little increase in operating expenses, it is liktdy t.o mean a 
considerable increase in the net profit 
The effect of store traffic upon the sale of various types of goods 
must be considered in planning layout from tins viewpoint of 
facilitating selling. For example, novelties and impulse goods 
may sell best where traffic streams are tlio lu'aide.st On the 
other hand, merchandise that requires delilx'ralion in buying 
should bo kept away from the liusy aislc'.s. In .some instances, 
merchandi.se is .so located that it will cliange .store traffic in a way 
that will increase the sale of otlier merchandise. A survey 
conducted by a ret, ail-service agency showed ttiat of the people 
who enter an avei age store not one-fourth go more than halfway 
back in the .store. Placing the impulse and novelty merchandi.se 
toward the front of the store and the necessities toward the 
rear or on an upper floor compels the customer to walk through 
the former to get to the necessities. Because the customer 
usually has her mind made up to buy the neccssitie.s, she will go 
wherever they are to be found. Thus they can be used as bait 
to draw the customer past the higher profit items 
In addition to encouraging purchases on the part of customeivs, 
a layout planned to facilitate selling al.so tends to decrease selling 
and other operating costs. The saving of time and energy of the 
salespeople should be considered in planning the location of 
departments and the layout of merchandise within a department. 
One store rearranged the dresses and coats in its ready-to-wear 
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change resulted in greater convenience both to customers and to 
salespersons. Other rearrangements were made that enabled 
salespeople in one department to work also in other departments, 
the operating costs of the departments being thus reduced. Ade- 
quate and easy supervision of selling operations should be con- 
sidered in planning the layout of the selling floor. 

Aisle Tables. — Stores have widely different policies m the use 
of aisle tables In some stores, such tables are used primarily for 
clearances of goods at reduced prices; thus, they are considered 
bargain tables In other cases the aisle tables are used primarily 
to display new or seasonal merchandise at a popular price. Some 
stores have aisle tables as a permanent part of their selling floor 
layout; others use them only occasionally, as, for example, in 
displaying goods during a special sale. 

Those stores using aisle tables report a number of advantages 
from their use : 

1. They are of service in selling impulse goods and low-priced 
novelty goods. Aisle tables provide an excellent chance for 
display where the customers can both see and handle the goods. 
Placing them wlicie the traffic is heavy will remind many people 
of their need for the displayed merchandise or arouse a desire 
for it 

2. Aisle tables are valuable for moving slow-selling mer- 
chandise This type of display calls attention to the unusual 
value of the offering and moves goods when display in the regular 
department has failed A certain lot of handbags may not have 
sold well ; therefore, they are gomg to be specially priced. Placed 
on a table where many people pass, they will be seen by more 
potential buyers than would go to the regular depaitment. 

3 They help in selling specially featured merchandise. Some 
stores have trained their clientele to look on the aisle tables for 
new and unusual merchandise. This often assists the advertising 
of these goods m consummating the sale Such merchandise is 
not bargain or slow-selling merchandise, but rather some that has 
just been received or that has a particular appeal, as Fourth-of- 
July or Halloween novelties. 

4. Aisle tables bring bargain hunters to the store and thus 
attract to the store people who might not otherwise enter. If 
the tables are put toward the rear, the arrangement gives these 
people a chance to see the other offerings of the store 
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5. Largely because of the above advantages, aisle tables bring 
an additional sales volume, most of which would not be obtained 
otherwise. The statement has been made that 90 per cent of 
the sales from these tables represent extra busine.ss not to be 
secured in the normal course of trade, 

6. Aisle tables are used in some stores to direct the stoi'e traffic, 
for example, to draw people toAvard one side of the store or toward 
elovatoi.s and stairs. If the 81 .oi(a feels that too many people are 
going to the right and not enough to the left, it may place toward 
the left of the entrance some aisle tables containing especially 
attractive merchandise. This will help divide the traffic more 
evenly. 

Disadvantages of Aisle Tables — ^There are a number of objec- 
tions to the use of aisle tables. 

1 They tend to cheapen the store and its merchandise. 
Unless considerable care la given to the merchandi.se on the tables, 
it is likely to have an untidy appearance. People are continually 
handling the merchandise; it soon become.s disarranged and may 
become soiled or otheiuviso damaged unlc.sa the .sale.speople keep 
rearranging it. I'ho aisle tables often attract a lower class of 
trade to the store, which may cause a loss of some of the store's 
regular clientele 

2. The aisle table.s often hinder the proper distribution of store 
tra.fflc. When James McCreory and Company abandoned bar- 
gain tables, It gave as one objection to tho tables the fact that 
instead of distributing traffic throughout the. store they tended to 
check it on the first floor. The tables often add to the congestion 
in the aisles. Tho larger the crowds they draw, the more they 
interfere with tho traffic in the aisles where they are located. It 
is possible that in some cities they may violate tho municipal 
fire regulations. 

3. Aisle tables may reduce the sale of regular merchandise m 
adjoining departments. The merchandise on these tables should 
be of a different character than that on the adjoining counters 
in order to lesson the distraction of attention from the regular 
merchandise. The tables may cause congestion in the aisles 
and so make it unpleasant for customers at the regular counters. 
This tends to lower the sales of these regular departments by 
lessening the number of regular customers at their counters. 
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In considering the desirability of the use of aisle tables in a 
store layout, due consideration must be given to the value of the 
space occupied by them. As they are usually located toward 
the front of the store or in other heavy-traffic areas, they occupy 
space of a high rental value. The sales of these tables should 
be compared with their share of the rent to see if they justify their 
use of the space. If aisle tables are located toward the rear of 
the store, they have a lower rent share to meet but they lose much 
of their selling power because of the relatively less dense traffic. 

The desirability of aisle tables depends largely upon the store. 
In some types of store and with some merchandise, the aisle 
table may bring many additional sales ivith little if any disadvan- 
tage to the store; in other cases the use of aisle tables may be 
highly undesirable. Merchandise such as notions, work clothing, 
and “bargain” merchandise often is sold effectively on aisle 
tables; such goods as will be bought for “dress-up” purposes 
ordinarily merit more careful handling. For example, in a 
high-class men’s furnishings shop in a college town, the display 
of neckties on aisle tables probably would hinder their sale The 
clientele would expect them to be displayed in a case and handled 
as if they were valuable 

Though some stores have eliminated entirely the aisle table, 
most stores will find them of real merchandising value if they are 
used to accomplish a definite purpose and in a manner consistent 
with the store’s merchandise and policies. 
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In recent years, merchants have been giving increased con- 
sideration to the provision of the proper fixtures and equipment 
in their stores ^ong with the growing recogmtion on the part 
of retailers of the desirability of modern methods of store opera- 
tion, there has been a development of great numbers of fixtures, 
appliances, and machines designed to perform or to help perform 
practically every type of work in a store. Even the actual 
selling of some lines can be done through the use of coin machines 
or other automatic selhng devices. 

In this discussion, some of the important types of store fixtures 
and equipment will be treated. No attempt will be made to 
consider in detail the many mechanical devices involved. As in 
layout, each store presents an individual problem so far as 
fixtures and equipment are concerned 
Stock Fixtures. — These fixtures include primarily the counters, 
shelves, and display cases. As efficient retail selhng requires 
adequate display, well-kept stocks, and good salesmanship, the 
proper appearance, construction, and location of counters, 
shelves, and display cases arc great aids in building sales volume. 
The fixtures render four semces; (1) They store the goods. In 
many instances the fixtures provide much better storage than 
would be the case if the goods were left in the original condition 
in which they were received. (2) They protect the merchandise. 
This may mean protection agamst dirt, against soilage or damage 
from handling, or against loss through theft (3) They disj^lay 
the merchandise A comparison of the modern store with its 
modern fixtures and the old-time general stole with its crowded 
shelves and counters would show tlie importance of stoie fixtures 
in the display of merchandise. The trend in the store of today 
is to select the type of stock fixture that will give the maximum 
amount of space to display merchandise, consistent with proper 
service and efficient planning of the store layout Contrast the 
wooden counter, with its solid front, typical of the store of years 
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ago, with the modern glass showcase, which combines display and 
selling service features. (4) The fixtures aid in the soiling of 
merchandise. This is partly due to the service just mentioned, 
that of maldng possible an attractive display In addition, 
however, the stock fixtures may aid in selling by being designed 
m a manner that peimits the customer to handle and examine 
the goods when the salespeople are too busy to render immediate 
service In the self-service or semi-self-service store the stock 
fixtures are designed to facilitate the selection of goods by cus- 
tomers with little or no help from store employees.^ 

The chief factors that the merchant should consider in deter- 
mining the type of stock fixtoes for his store aie as follows: 

1. Class of trade A store has a personality just as does an 
individual The fixtures of the store should be in harmony with 
this personality. If a store sells to a very high class trade, the 
very finest fixtures may be requiied to fit the exclusiveness of 
the store Other stores demand plain fixtures to fit the economy 
personality of the store. 

2. Type of merchandise. The nature and value of the mer- 
chandise handled may make the element of piotection an impor- 
tant consideration in the choice of the stock fixtures Protection 
may be needed primarily against theft or largely against soilage 
and damage For example, a jewelry store must place great 
reliance on its stoie fixtures to protect the merchandise from theft, 
wheieas in certain other stores it may be desirable to permit the 
customers practically complete freedom in inspecting the goods 
at first hand. Canned goods in a grocery store are sold from 
open shelving or other types of open fixtures, which probably 
would be highly undesirable in the case of many articles of 
clothing because of danger of soilage and damage. 

3 Type of service rendered As a general rule, the investment 
in fixtures increases as the amount and lands of services rendered 
increase. In many self-service stores the fixtures are reduced 
to the simplest form of shelves or counters. The amount 
and kinds of service given are related, of course, to the class of 
trade 

> For a discussion of stock fixtures and their arrangement m self-service 
or semi-self-servioe food stores, see Carl W Dipman, and John E. O’Brien, 
Self-semce and Sem%-self-aervtce Food Stores (particularly Chaps. 7 and 14), 
Progressive Grocer, 1940. 
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4. Importance of display. The importance of display in the 
sale of the merchandise is closely related both to the type of goods 
handled and the type and amount of selling service. If the 
merchandise is of a type that should be handled and displayed 
carefully in order to help maintain its quality appeal, a greater 
investment in fixtures is ordinarily justified Glass counters 
and other fixtures designed with the idea of high display value 
often bring additional sales that more than compensate for the 
extra initial cost. In the self-service or semi-self-service 
store the stock fixtures are ordinarily simple and plain in form 
but are designed to provide a merchandise display that will not 
only facilitate but also invite self-service on the part of the 
customer. 

In selecting stock fixtures, the retailer should remember that 
his customers are buying merchandise, not the fixtures, and that 
therefore his investment m fixtures should not be too high. The 
problem of the average retailer is not one of creating a “show 
place" out of his store but rather of selecting the type and 
arrangement of stock fixtures that will be in keeping with his 
class of trade, the type of merchandise handled, and the display 
and selling methods of his store. In many instances a retailer 
may be able to make considerable improvement in the interior of 
his store at little expense merely by the removal of old unneces- 
sary fixtures or by the rearrangement of the present fixtures. 

In selecting the stock fixtures and in planning their arrange- 
ment, the merchant should provide, to as great an extent as is 
practical, for flexibility in their use Tor example, the selection 
of standardized fixtures facUitatcs their use in various parts of the 
store building in case it becomes desirable to rearrange the store 
layout The use of mobile fixtures and adjustable fixture units 
that can be expanded or contracted to meet varying reqmrements 
helps the retailer keep the fixtures adjusted to the changing needs 
of his business without the cost of expensive alterations or 
replacements of stock fixtures.^ 

The fixtures should be designed so as to give an easy, open view 
of the store.® It is best to avoid fixtures that break into the line 

’ Hammond, A Edward, Store Interior Planning and Diaflag, pp. 17-18, 
Chemical Publishing Company of New York, Inc., 1939. 

’ Naturally, this principle la not followed m those stores where the tend- 
ency is toward merchandising m small individual shops, as disouaaed in 
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of vision. If the entire floor is visible, fewer salespeople will be 
needed. Such visibility also gives the customers the impression 
of larger size and more complete display. 

Probably the most important change in stock fixtures in the 
past several years has been the great growth in the use of open- 
display fixtures as contrasted to glass cases or other types of 
closed fixture. The open-display fixture may be in the form of 
center or wall shelfing open to the customer, floor platforms upon 
which goods are displayed, top-of-counter trays or bins, display 
racks, or other special forms. Eegardless of the particular form 
of the open-display fixture the basic purpose is to display the 
goods openly so that they can be seen, handled, and closely 
examined by the customer with little or no aid or interference 
from store employees. 

This method of display, largely developed by the chain stores, 
particularly the limited-price variety store chains, has been 
adopted, at least to some extent, by practically all lands of retail 
store ‘ In many instances the adoption of open-display fixtures 
in place of glass cases or other closed fixtures has resulted in 
marked increases in the sales of the merchandise. The success 
of open display probably is largely due to the prominent or 
forceful display of the merchandise made possible by this type 
of fixture and to the opportumty the customer has of handling and 
examining the merchandise with little or no aid or interference 
from salespeople. Open display is apt to be particularly success- 
ful in the sale of goods bought largely on an impulse basis. 

However, there are limitations to the use of open-display 
fixtures, especially when used for certain types of merchandise. 
In the first place, open display increases the losses resulting from 
shoplifting. The control over pilferage is largely a matter of 
eliminating high displays and the proper placing of fixtures and 
equipment so that an unobstructed vision of the selhng floor is 
obtained.® Open-display fixtures are often designed so as to 


Chap. IV. For a detailed discussion of shops within the store see ibid,, 
Chap. 10. A number of pictures are given of specialized shops or bars in 
various stores. 

'■ In the drapery department in a Western department store, all counters 
were eliminated and over 1,400 different samples of drapery fabrics placed in 
open display by means of long rows of racks. 

* Dipman, and O'Brien, op, di., p. 27. 
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permit free examination of the merchandise and yet so as to 
hinder the shoplifter. A chain store found that a 2- or 3-inch 
handrail around a table top reduced the losses from shoplifting 
by 85 per cent 

Secondly, open display increases the losses from soilage and 
damage of the merchandise, i-esulting from its frequent handling 
by the customers. However, for many goods the increased sales 
resulting from the open display of the goods will more than 
compensate for the extra losses from soilage and damage. 

The third di.sadvantage is that in the case of some types of 
store and certain lines of goods the open display of merchandise 
tends to cheapen the merchandise and the store in the eyes of the 
customers. Naturally, tliis is much more true with certain types 
of merchandise and certain classes of trade. A woman is apt 
to bo less interested in a high-priced dress taken from an open- 
display rack than she would be if it were taken from a dress 
closet or cabinet. Many people have a very indefimte knowledge 
of quality, and as a result the manner of displaying and handling 
an article may greatly influence their opinion of its quality 
There are also some goods that require for effective sale special 
lighting or other special display effects that it is impossible to 
provide with open-display fixtures. 

As a general rule, open-display fixtures arc not well suited to the 
display of quality goods, which are sold on the prestige of the 
store; for dainty goods that will not stand rough handling and 
that require the benefit of good lighting; for small articles of 
high unit value that must be protected against shoplifting; and 
for sets 01 combinations of articles in ensemble, the proper display 
of which in relation to each other is essential to their attractive- 
ness. On the other hand, such products as drugs of price appeal, 
many food products, hardware, small electrical items, many 
accessories and notions, and many items in men’s furnishings are 
well adapted to sale by open display ^ 

Store Illumination.' — Attention should be given to the proper 
illumination of both the windows* and the interior of the store. 
Proper illumination includes the provision of the correct amount 

1 This list is not given as an all-inclusive list of items that are suited to 
open display. Also, in certain stores there may be special reasons against 
the open display of some or all of the items mentioned. 

* For further discussion of the lighting of the store windows, see p. 396. 
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of light and the use of lighting fixtures well suited to the character 
of the store. Although much improvement has been made in 
store lighting during the past generation, a great many stores are 
still poorly lighted. 

A well-lighted interior or window is of real advertising value to 
the store. It bespeaks the progrcssivcncss of the management. 
The customer is attracted to the store that is properly lighted. 
The stoi'e employees may get accustomed to a poorly lighted 
condition, but the customer coming in from the bright daylight 
demands a well-lighted .store. 

The advertising manager of a large grocery chain makes this 
comment on the value of good lighting. 

The better lighted stores draw more people in and help sell them more 
goods when they come. A poorly lighted store doesn’t appeal to a 
woman, and, everything else being equal, she will do her buying at the 
store that has the best lighting Poor lighting gives the store a dingy, 
unattractive appearance It may be as clean as the one that is better 
lighted, but it doesn’t look the part, and the presumption is strongly 
m favor of the store that is illummed with light that fails to reveal any 
signs of dirt. 

This chain organization had experts make a study of the 
lighting needs of its stores. After the new lights were installed 
throughout the chain and used for a time, the management wan 
convinced of their worth. Sales were increased and the total 
lighting bills were lowered by this properly planned lighting 
system 

Proper illumination benefits the sales force Goods can ho 
seen better, and hence sales work is made ea.sipr. Poor .store 
lighting may be responsible for a marked degree of inefficiency on 
the part of the employees, for headaches and nervous disorders 
may be caused by inadequate illumination The .store’s cu.s- 
tomers are affected to some extent by this same factor There- 
fore, adequate illumination makes shopping more pleasant and 
selling more efficient; thus, the sales per customer are increased. 
Because the merchandise can be seen more easily, the length of 
time m maldng a sale is reduced, and the salespeople are thus 
enabled to wait on a greater number of peo]rlo during a clay. 

Proper lighting also reduces the amount of returned goods. 
If the goods cannot bo seen clearly at the time of purchase, they 
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may prove to bo not what the customer wanted and what she 
thought she was purchasing. Good lighting also permits effective 
use of otherwise waste floor space and helps make up for dis- 
advantageous locations within the store. 

Planning Store Illumination. — A, retailer usually wiU admit 
that good lighting has sales value but hesitates to install a 
different lighting system because of the expense. However, he 
can calculate in dollars and cents whether a better lighting system 
would be worth whde. An illumination engineer can give him an 
estimate of the cost of installing a lighting system suited to his 
store The experience of other stores will show him what effect 
he should expect on sales. In this way, he can see how a better 
lighting system will bring him more profit through increased 
sales 

The merchant does not need to guess as to what is satisfactory 
lighting for his store. That is a matter which can be determined 
scientifically. An example of the development in this field of 
lighting IS a meter device through the use of which it is possible 
to check wasteful lighting conditions and to determine the 
intensity and extent of illumination required for any particular 
condition. This device has a range of K to 600 candle power and 
measures the loss of light due to dark interior walls, decorations, 
and furnishings. It also shows the relative daylight illumination 
of offices and rooms located on various floors and courts. Day- 
light is the standard by which lighting methods are measured. 
Yet it never has been satisfactorily imitated. One reason is 
that there is an important difference in the spectrum content of 
artificial light and of daylight. The other reason is the -great 
difficulty of getting perfect diffusion by artificial light. 

Most large stores and many small ones have to use some 
artificial illumination even during the day. The amount needed 
will vary with the location, store arrangement, time of year, 
and BO forth. In many of our cities there is a large loss of day- 
light from the effects of smoke. This loss is greater in the winter 
than in the summer. It results in a greater need for artificial 
illumination in store buildings. In recent years a few stores have 
been built without windows above the first story and thus require 
complete artificial illumination.^ 

1 Among the arguments presented against such wmdowleaB construction 
are the following; (1) It increases the operating costs, for it requiies com- 



STORE FIXTURES AND EQUIPMENT 


75 


The provision of a satisfactory lighting system for any store is 
more than just the problem of lighting a building. There 
should be adequate illumination, and this will vary for different 
articles. Information can be secured to show the number of 
foot-candles^ necessary for different typos of merchandise 

In general, the interior-lighting needs of retail stores may bo 
classified as follows; (1) General illumination, which includes a 
more or less uniform system of lighting throughout the store, of 
sufficient intensity and proper diffusion In the small store, 
general illumination is often the only type of lighting that is 
necessary. (2) Localized lighting needed to supplement the 
general-lighting system. Specialized lighting may be used, 
among other purposes, to emphasize certain fcaiure.s of particular 
merchandise or to provide light of higher intensity in certain 
special sections, such as workrooms (3) Display or showcase 
lighting, which is the additional hghting required for emphasizing 
merchandise displays m showcases. 

The method of hghting and the hghting fixtures should bo 
adapted to the type of merchandise, the type of store, and the 
architecture and design of the interior of the store. For example, 
an exclusive specialty shop seeks “atmosphere” which can be 
enhanced by distinctive and ornamental fixtures, in contrast to 
the utilitarian fixtures of a large department store Direct-light- 
ing fixtures may enhance the effect in a jewelry department and 
yet be decidedly out of place in the furniture department where a 
modified light is sought, similar to that found in the home whore 
the furniture is to be used. If a highly diffused light is desired, 
an indirect-lighting type of fitxture is suitable. The diffused 
illumination thus produced is characterized by softness and 
freedom from shadow However, this type of lighting often 
proves rather costly; for, the more light is diffused, the more it 
IS wasted. As a result, more stores use the semi-indirect method 

plete air oonditionmg and complete aitificial lighting. (2) It tends to give 
the customer the feeling of being shut in. (3) Theie aie many articles that 
the customer may wish to examine in a natural light On the other hand, 
it IS argued that the wmdowless construction (1 ) affords better air-condition- 
ing efficiency and (2) gives greater ease and flexibility of display because of 
the relatively large amount of wall space available 
> A foot-candle is the common measure of illummation of hghting fixtures 
A foot-candle is the illumination on a surface at a distance of 1 foot from 
a standard candle. 
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of lighting their interiors. In this type the light coming down- 
ward is partly diffused by the glass bowl under the bulb. The 
light that goes upward is reflected by the ceilings. In general, 
semi-indxrect lighting has the following advantages ovci direct 
lighting. (1) The quality of illumination is improved because of 
better diffu.sion (2) Thcie is low surface brightness, even with 
high wattage lamps. (3) The artistic bowl-type open fixtures 
ordinarily fit more harmoniously into the store decorative treat- 
ment th.an do direct-lighting fixtures. 

The lights .should be so placed that there is no glare and that 
as few shadows as possible fall on the merchandise. The lighting 
of a floor .should be as nearl}'- uniform as possible considering 
the diffeient types of goods. Lighting outlets placed sym- 
metrically and at a uniform height add to the appearance of the 
store The fixtures should be cleaned at frequent intervals to 
prevent the accumulating dust from lowering the intensity of 
the illumination, and the bulbs should be changed at regular 
intervals. ^ 

The walls and ceilings have an impoitaiit bearing on the reflec- 
tion and diffusion of light * If they aie of a pure white or a 
cieam color, they do not absoib the light. They must be kept 
clean, because dirty or dingy walls and ceilings greatly reduce 
the effectiveness of the lighting system of the store. 

Fluorescent Lighting — ^An important trend in store illumination 
is the introduction of fluorescent lighting in both small and large 
stores Thi.s type of lighting which is .supplied through tubular 
noiifilament lamps is being used for general, localized, and display 
illumination. It is now widely used in stores both on the selling 
floor and nt the nonselling areas.® 

The tubular bulb which is the light .source in fluorescent light- 
ing differs fundamentally from the common tungsten-filament 
bulb. The inside of the tubular bulb is coated with an applica- 
tion of fluorescent powder. The absorption by this fluorescent 
coating of electric impulses generated by a small quantity of 

^ For example, in one men’s wear store the fixtures, which are of an 
indirect-lighting type, aie cleaned every 30 days and the bulbs are changed 
every four months. 

* This IS especially true in the use of indirect or semi-indireet lighting 
fixtures 

’SitANKS, B. W , “More Light for Less Expense," American Business, 
November, 194.0, p 23. 
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argon gas causes a radiation of light.' The entire tube becomes 
a light source and thus provides a much diffused light. By 
changing the mixtures of fluorescent powders with which the 
inside of the bulb is coated, various colored lights are obtained. 

Among the advantages claimed for fluorescent lighting are : (1) 
It gives a much closer approach to natural daylight than can be 
achieved under the normal method of store lighting, which uses 
the tungsten-filament bulb Thus, many colors previously 
unseen under artificial light are brought out and the appearance 
of the merchandise is enhanced ' (2) It brings economies in 

lighting costs because there is more light output per watt. 
The daylight bulb is said to give about three times as much light 
as a regular tungsten-filament bulb of the same wattage.' (3) 
It provides more efficient colored-light sources and offers 
decorative opportunities not previously possible * (4) The 
tubular bulbs give off much less heat than the tungsten bulbs 
This may result m a considerable reduction in air-conditioning 
expense This relative coolness of fluorescent lighting may be 
impoitant in apparel stores or departments in that it makes 
possible cool fitting rooms with a iicar-daylight quality. (5) No 
covering fixtures are required, for the light is much diffused. 

Equipment for Handling Cash Sales Transactions.* — The 
different methods or systems of handling cash sales transactions 
may be divided into two general types: (1) the deceutrahzed and 
(2) the centralized type. The two methods under the first group 
are the cash-register system and the floor-cashier system. Under 
the cash-register system, change is made by the salesperson 
through the use of a cash register in the department or store 
The chief advantage of this type of cash handling is the quickness 
with which the sales transactions can be completed. In the 
floor-cashier system, divisional cashiers are placed throughout 
the store, each serving one or more departments The sales- 
people turn over their sales checks to them and receive the 
necessary change. 

^ “ Cleveland Adopting Fluorescent Lighting,” Retailing (executive ed.), 
Feb, 13, 1939, p 6 

® As previously pointed out, various colored lights are obtained by chang- 
ing the mixtures of fluorescent powders with which the mside of the tubular 
bulbs IS painted 

* The handling of credit sales is discussed m Chap. XX 
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Under the centralized type of cash handling, at the time of sale 
the money received and the sales check are sent to the central 
cashiering station where the change is made. The chief advan-* 
tage of this type of system is the close control over cash that it 
makes possible. On the other hand, it requires that a sales check 
be made out for each sale, and it involves a period of waiting by 
the customer until her change has been rctuined. There are two 
forma of equipment used in centralized systems to send the cash 
and sales check to the central cash desk and to provide the return 
of the change and the authorized sales check to the selling floor. 
In the fiist of these the sales check and cash are placed m a carrier 
that runs on a wire cable fiom the selling department to the 
central cash desk. Some stores use a carrier method which con- 
veys both the merchandise and cash to a central wi’apping and 
cash desk; however, in the ordinary use of this method the sales- 
clerk wraps up the purchase while change is being made and 
returned from the central office. In the tube system the carriers 
containing the sales check and cash are sent through pneumatic 
tubes instead of by cables. The tube system is the more widely 
used type of centralized system in the larger stores. The cable 
carrier system is used in many stores, however, particularly in 
medium-sized .stores. ^ 

In the large store a combin.ation of the tube and cash-register 
systems usually is the best solution to the problem of handling 
sales transactions. Among the factors that favor the use of cash 
registers in a department or section of the store are a low average- 
sale amount, a relatively large number of cash-take sales per 
salesperson per day, emphasis on speed in handling transactions, 
and wrapping of the goods by the salesperson. The tube system 
may be found preferable for departments where a great many of 
the sales are charged,® where speed in completing the sale is less 
important, where the money amounts are larger, and where 
wrapping takes longer. 

Mechanical Equipment in Selling Departments. — ^There are a 
great many specialized mechanical devices suitable for use in 

1 A carrier system is sometimes found in relatively small stores with only 
one selling floor or perhaps with one mam selling floor and a balcony on 
which some selling is done and on which the central cashier is located. 

* The tube system can be used for authorizing charge sales as well as for 
handling cash transactionsj whereas, if cash registers are used for handling 
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certain selling operations. Some of the most common examples 
are measuring, counting, and weighing equipment The desir- 
ability of the installation of mechanical selling aids must be deter- 
mined in the light of the pai tieular needs and conditions in the 
department and store. For example, where yard goods are sold, 
it may be profitable to use mechanical ineasuiing equipment in 
order to prevent overmeasures. For example, one large store, by 
installing measuring machines in its piece-goods departments, 
saved several thousand dollars in stock shortage in a single half 
year 

Equipment in Nonselling Departments, — Many merchants 
neglect the obvious opportunities for improvement in nonselling 
activities through the use of certain specialized machines and 
equipment. Often mechanical equipment will do much of the 
necessary work more speedily and more economically than it 
can be done by hand Also, the use of mechanical devices may 
provide additional services or a better grade of service to the 
customers of the store. 

Some of the various types of mechanical devices found in the 
store offices are: (1) Devices for store communications, such as 
the telephone system with a private branch exchange if the store 
is large, buzzer systems, and dictographs.^ Some stores have 
installed internal broadcasting systems, which are used for 
the double purpose of instructing the sales force and making 
announcements to the public within the store. (2) Labor- 
saving devices for use in store correspondence and for reproduc- 
tion of written or printed material, such as addressing machines, 
letter-folding machines, automatic stamping machines, letter 
openers, multigraphs, duplicators, and automatic typewriters. 
(3) Accounting and auditing devices, including adding and calcu- 
lating machines, and boolckeeping machines. (4) Devices for 
the filing and protection of records, cash, etc., including files, 
safes, and the like. (5) Miscellaneous equipment, such as time 
clocks and time stamps. 


all cash transactions, some other method must be provided for use m con- 
nection with charge-sale authorization (see Chap XX for discussion of 
authorization, of charge transactions) 

1 The dictograph is a small instrument that enables the major executives 
of an. orgamzation to gain direct connection with each other, either privately 
or in. groups, without reverting calls to the telephone operator 
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Among the mechanical aids found in the receiving, marking, 
and delivery rooms are automatic perforating machines, floor 
trucks, scales, price-ticket marking machines, belt conveyer 
systems, equipment for compressing and baling wastepaper, num- 
bering machines, and time stamps 

Many other examples of specialized equipment could be given, 
including equipment for the stock room and machinery for 
manufacturing or alteration departments The recent develop- 
ments in the field of air-conditioning equipment are worthy of 
special consideration at this point. 

Air Conditioning. — Air-conditioning equipment has been in- 
stalled in many stores, small as well as large^ and is constantly 
being installed by others. Air conditioning may be defined as the 
process of conti oiling witliin definite limits the four fundamental 
characteristics of air; (1) temperature; (2) humidity, or moisture 
content; (3) cleanliness, or purity; (4) movement, or circulation. 
The air-conditioning equipment may provide the above control in 
summer, in winter, or in all seasons In the summer in order to 
provide comfortable conditions within the store, the air-condition- 
ing system must cool the air, lower the moisture content, and 
clean and circulate the air In the winter the air must be 
warmed, moistuie must be added, and the air cleaned and 
circulated in order to make the store a comfortable place in which 
to shop ' 

There are several different types of air-conditioning equipment, 
ranging in cost from a few thousand dollars to $100,000 or more, 
depending upon the type and extent of coverage provided by the 
equipment. “ The many forms of air-conditioning equipment 
produced by the different manufacturers can be classified gener- 
ally into two systems — the central and the unit-type systems. 
In the first type the air is conditioned at a central point and then 
distributed through metal ducts to the air-conditioned areas 
In the unit system, air-conditioning units are located at suitable 
points throughout the air-conditioned area In some instances, 

1 In both seasons a sufEoient supply of outside air should be introduced for 
ventilation purposes 

“Some so-called “air-conditionmg” equipment does not provide control 
over all four of the basic characteristics of air and should be called by a name 
that describes the function performed. For example, some equipment sold 
as air-oonditioning equipment provides only temperature control. 
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self-contained units, that is, units with refrigeration plants con- 
tained within them, are used. Another variation of the unit 
system is that in which the umts contain simply a cooling surface 
and fans and the conditioning fluid is supplied from a central 
plant through relatively small piping. A store should choose 
the svstem that will be most adaptable to the store’s physical 
requirements For example, a large specialty store in Texas 
chose the unit-type system rathei than the central type, because 
the umts and the small piping to and from them could be made to 
harmonize with the exquisitely fimshed interior of the store, 
whereas the installation of any duct work would have marred the 
appearance of the display rooms. 

Although the advantages to be obtained from the installation 
of air-conditioning must be judged from the viewpoint of the 
individual store using it, the following are the general advantages • 
(1) It tends to give a store competitive advantages if it is the only 
stoic or one of the few stores in its community with air condition- 
ing. It indicates a piogressive management and up-to-date 
seivice that may attract customers The greater comfort in 
shopping may draw trade from unconditioned stoies The 
importance of this competitive advantage has lessened as more 
and more stores have installed air conditioning. (2) Customers 
stay in the store longer and will often increase the amount of their 
purchases. Conditioned air is especially likely to result in 
greatly increased sales in food departments, soda fountains, and 
restauiants ^ Air-conditioned apparel departments and fitting 
rooms make the customer moic nilhng to try on apparel in warm 
weather and thus tend to increase sales.® (3) The efficiency of 
employees is inci eased. Employees work more willingly and 
efficiently because the woiking conditions are pleasant. With 
their minds on their work and oblivious to severe weather condi- 
tions, the salespeople serve customers more efficiently; there is 
less likelihood of irritating misunderstandings or impolite service. 

1 One store in Wisconsin reported that the installation of an air-condition- 
ing system in the basemont lestaarant mcieased its busmess and greatly 
increased the volume of fcho mirioiniding departments because people passed 
them on the way to the restaurant “Stores Increase Volume and Profits 
with All Conditioning,” Retail Ledgm, Feb 15, 1939, p. 14. 

* This may result in a reduction in alterations, for the customers get 
better fitting merchandise by tiying on more garments 
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Conditioned ah* also tends to reduce sickness among employees, 
which results in fewer absences and increased efficiency.* (4) 
The conditioned air offers protection to fabrics and many kinds of 
porishalile merchandise, guarding them against the deteriorating 
effects of moisture and dust By minimizing the soilage of 
meichaiidiae, markdowns are reduced. (5) The cleaning and 
janitor costs arc lower, for thoie is less dust accumulation. (6) 
Air conditioning tends to lengthen selling seasons. For example, 
it increases the sale of fall merchandise in the late summer 
months. 

Indications point to a rapidly increasing installation of air- 
conditioning equipment in retail stores in the next few years. One 
retail executive states that in the very near future such equipment 
will be considered just as essential as the furnace is in the modern 
store of today This means a revolutionary change in shopping 
conditions as they affect the public and gives the merchant a new 
means of attracting trade through offering his patrons comfort in 
all seasons 

Summary. — Regardless of location and irrespective of size or 
type of business, the merchant who sees to it that his store layout 
i.s. efficient and who uses modern equipment has a tremendous 
advantage in the present-day keen competitive fight for profitable 
sales volume Although the merchandise itself may be the 
kernel, the building and equipment constitute the shell, and it is 
the shell that makes an impression before the kernel is examined. 

^ The introdurtioa of air oouditioniiiK m a stole in Dallas, Texas, resulted 
m a 25 pei cent reduction in sickness among the employees. “Stores 
Increase Volume and Profit with Aii' Conditioiimg,’’ op cii. 



CHAPTER VI 
STORE ORGANIZATION 

The Needier Organization. — The purpose of store organization 
is to bring the various parts of the store into systematic relation 
so that the coordinated whole funetions ef&ciently and harmoni- 
ously. Each part performs its service not as an end in itself 
but as a means of helping the whole machine or organization 
reach the common goal Thus, in any store the creation of the 
proper organization is an important step toward successful 
operation 

The organization of a store may be said to consist of the store 
personnel and their duties and the relationship between those 
duties Therefore, in a one-man store, where all the duties in the 
store are performed by one person, there is no need for organiza- 
tion except in the sense that the individual should organize or 
divide his time among the various duties As soon as ho hires 
someone, the work of the store must be divided between them; 
thus the need for organization appears As the stoie grows in 
size and its activities become more varied, it becomes increasingly 
necessary for the head of the store to delegate his authority and 
duties by means of the proper organization It has been said 
that organization helps the head of a business to spread himself 
over the entire concern, no matter how large it may be ^ 

Although the need for oiganizatioii is immediately apparent in 
the large store, its importance m the small stoic is likely to be 
overlooked or undervalued. Both the laige and the small stores 
are buying, selling, advertising merchandise, hiimg and training 
employees, and performing the other common functions of a store. 
It IS just as necessary in the small store as in the large one that 
each person know his job and that he do it. Much time is lost 
in many small stores because of the lack of proper allocation of 
duties among the employees The real difference between the 
large and the small store is not in the need for organization, bub 

iKnauth, Oswald, "On Delegation of Authority," Journal of Retailing, 
December, 1940, p. 97, 
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rather in the form and type of organization necessary. For 
example, in a small store owned and operated by a single indi- 
vidnal, all the retailing functions are carried out by the owner 
himself; in a laige department store, all store functions and 
activities ai’e delegated to othens, and the chief executive devotes 
his time in general control and planning In any store, regard- 
k's.s of size, a .smooth- woi king organization leaves the owner more 
lime to plan and guide the store toward greater and more profit- 
able bu.sine.ss “Order is the finst law of the universe” applies 
also to retail establishments, both large and small. 

Advantages of Organization. — One of the two chief advantages 
of orpaamzation is that it coordinates the various parts of the store 
.so that each of its functional divisions and each of its depart- 
ments works in harmony with all the others All the jobs and 
all the people in a store must be fitted together into one unit so 
that, as each person performs his part, it will link in with the 
othcis to carry on the day’s work of the store. This is like the 
human body, in which each part is performing its duty toward 
giving life and health to the whole mechanism 

The other chief advantage of organization is that it locates 
1 espoiisibilities It gives each employco definite work and thus 
provoiit.s evasion of responsibility for the performance of specific 
duties. In the absence of organization, an employee manifests 
a triuleucy to shrink from unpleasant or hard tasks, assorting 
1 lia! “ that is not part of my job.” Some essential functions may 
not bo taken care of simply because no one knows who is to 
porform them. 

Among other advantages might be mentioned the fact that 
organization helps maintain better discipline Because li shows 
clearly the relationship among different individuals, the extent 
of the authority and responsibility of each will be definite and 
clear. Each employee knows to whom he may give orders and 
from whom to expect them. Organization also saves the time 
and energy of executives, because it can place the detail work 
elsewhere, and ciimmates much bickering as to who shall carry 
out various tasks. At the same time, it induces specialization 
on the part of the employees and so should make each one more 
capable in his duties. 

Legal Forms of Organization. — When a business is owned 
entiiely by one person, it is termed a sole propneiorskip, This 
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type is common among small stores and is the simplest form of 
organization. The chief advantages of this type are: (1) ease of 
formation; (2) ease and directness of control; (3) freedom from 
government controP; (4) strong personal incentive. The chief 
disadvantages of the sole proprietorship are; (1) unlimited 
liability of the proprietor; (2) lack of permanence; (3) difficulty 
of providing large amounts of capital 

Another common type of retail organization in the case of small 
stores is the parinershtp form. In this form, two or more persons 
unite their property, labor, or skill and share m the control and 
the resulting profit or loss of the store ^ This type of organiza- 
tion often makes possible a larger amount of capital than is 
available under the sole-proprietorship form, but it is subject to 
the other disadvantages of sole proprietorship. 

Most large stores are corporations The ownership is vested 
in the stockholders, who elect from their members a board of 
directors which has the administrative control of the corporation. 
This board elects the usual officers of a corporation, who, as a 
rule, also occupy executive positions in the stoie Sometimes, 
there is an executive board or store council that controls the 
store activities. Ordinarily, this is composed of some officers of 
the coiporation and some functional executives of the store. 

Principles of Sound Organization. — The building of a sound 
organization for a retail store involves the following:® 

1. An analysis of the work to be done. Since store organiza- 
tion is largely a matter of relationship among the functions of the 
business, a clear idea of the functions performed by the establish- 
ment is essential as a basis for planning a proper organization. 
Thus a study of the work to be done, in terms of both the major 
functions and the activities required to carry out those functions, 
is the logical starting point m the building of a store organization. 
Such a “job analysis” indicates not only the specific duties of a 
job and how they may best be done but also the necessary 
qualifications in an individual to be assigned to that job. 

* As compared with the corporate form. 

“ There are exceptions to this statement in the case of certain specialized 
types of partnerships 

’ The following discussion of the principles of organization is based upon 
ideas presented in Beilet BetmUng, 10th ed , Chap 1, a booklet issued by 
the Merchants Service Bureau of The National Cash Register Company. 
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2. The grouping of the different activities to be performed. 
In any store the day-by-day operation involves a large number of 
detailed activities that must be properly grouped if the various 
parts of the organization are to work together as a harmonious 
whole. In the large store the vaiious detailed duties or activities 
are grouped under the major function of which they are a jrart. 
For example, under the function of providing merchandise for 
sale are grouped the activities involved in the planning of pur- 
chases, the planning and control of stocks, and the actual process 
of buying, which would include the selection of resources, the 
choice of the specific items, the arranging of terms and discounts, 
and other activities In the small store an organization built on 
strict functional lines is ordinarily not possible; thus, the detailed 
activities are more apt to be grouped according to the specific 
individual responsible for them. 

3. The definite assignment of persons to specific activities. 
In the large organization, this may mean in some cases the assign- 
ment of an individual to one detailed duty that makes up only a 
small part of a major function of the business In the small store 
with only two or three employees, on the other hand, each 
employee may be responsible for a broad group of activities. In 
any case, however, sound organization requiies that each indi- 
vidual know precisely the nature and extent of the duties for 
which he is responsible. 

4. The provision of adequate training of each individual for 
the performance of his particular work. This is essential if the 
organization is to provide as efficient use as possible of the 
energies of the employees. 

5. Proper supervision to insure that the duties assigned to the 
specific individuals are performed properly and at the right time 
This supervision should be earned on in a manner that will aid in 
the building and maintenance of employee loyalty toward the 
store Because the success of a retail store depends largely upon 
satisfactory contacts of prospective customers with the rank and 
file of the store employees, it is highly desirable that there be 
store spirit and a sincere interest in the business on the part of > 
every employee of the store. 

Retailing Functions as the Basis of Organization. — Stores differ 
widely both in the general structure and in the details of their 
organization, for the individual needs of the stores vary. How- 
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ever, the functions around which the store organization is built 
are essentially the same in all stores, regardless of size or type. 
These functions are involved in meeting the basic needs of every 
store, which are as follows:^ 

1. Merchandise for sale. This requires the carrying on of the 
buying function, made up of many detailed activities, and related 
functions or duties, such as the receiving and marldng of incoming 
merchandise. 

2. Customers to buy this merchandise. To obtain customers 
who will provide a satisfactory sales volume, a store must carry 
on the publicity function in the form of advertising, window and 
store display, and other publicity activities. 

3. A suitable place in which to sell the merchandise The 
provision of a satisfactory place in which to sell merchandise 
involves the function of physical maintenance and care of the 
store building and equipment. This includes the making of 
needed alterations and repairs, the furnishing of cleaning and 
other janitor service, the provision of heat, light, and ventilation, 
the purchasing of operating supplies and equipment, and similar 
activities 

4.. Efficient and courteous employees. The provision of an 
efficient and courteous group of employees, both selling and non- 
selhng, requires the performance of personnel functions. These 
include the employment of suitable people, the cariymg on of 
adequate training and supervision of these employees, and all 
other activities required to improve the well-being and effective- 
ness of the store employees. 

5. Financial resources and store records. The operation of any 
retail estabhshment requires the carrying on of certain financial 
and control functions. For example, cash receipts are obtained 
from the sale of meichandise and cash is paid out foi merchandise, 
for operating supplies, and to cover operating expenses These 
receipts and disbursements must be properly controlled and 
regulated so that the store will have adequate financial moans to 
meet its day-by-day requirements. Accounting records must be 
maintained as a means of checking upon the success of the store 
operations and as a basis upon which to plan and control future 
operations. 

1 The relative importance of these needs may vary with the type of retail 
establishment. 
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Organization in Large Stores. — The highl}’’ developed form of 
organization found in large-scale retailing establishments is well 
illustrated by the organizational structure of large department 
stores Consequently, an outline and discussion of the most 
common organizational form in the large department store will 
now be presented. The discussion is intended primarily to 
furnish a de.scription of the major functions and the varied activi- 
ties making up these functions and to indicate the manner m 
which organizational structure coordinates these various func- 
tions and activities. The reader should keep m mind the fact 
that the organizational structure of other large retail establish- 
ments differs in ccitain respects from that found in the depart- 
ment-store field and that even among department stores there are 
differences in the details and in the general functional structure of 
the organizations.^ 

The most common form of organization in the department- 
store field is that in which the functions and activities of the store 
are grouped in the following four functional divisions “ 

I. Merchandise division, respmsible for 

A. Planning and contiol of stocks 

B. Buying 

C Planning of sales piomotional events 

D Soiling 

II. Publicity division, responsible for 

A. Advertising 

B. Window and .store display 

III Store-inanagomeiit division, lesponsible for 

A. Caro of the building and equipment 

B Care of the meichandise 

C. Purchasing of supplies and equipment 

D. Service to customers 

E. Personnel 

IV. Finance and control division, responsible for 

A Records 

B Credit 

C Control 

1 Merchandise 

2 Expense 

‘ Certain of these differences will be indicated at a later point in this 
chapter 

This IS known as the Maewt plan of organization, for it was the type 
recommended by Paul M Mazur in the 1920’s as a result of his work with a 
committee on retail organization appointed by the National Retail Dry 
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The activities of these four functional divisions of the store are 
coordinated by the general manager * He coordinates, directs, 
and controls the various divisions so that they will work together 
as a unit to insure permanence, growth, and net profits for the 
store. 

Merchandise Division. — The merchandise division is headed 
by the merchandise manager, ofi.en the highest paid functional 
division manager m the store.® He supervises the merchandising 
of the whole store; this includes not only supervision of actual 
buying and selling, but also the planning of stocks and the plan- 
ning of special sales events. 

In consultation with the buyers, the merchandise manager 
builds the store’s merchandise budget. Because the average 
buyer is likely to place more emphasis on the market side of buy- 
ing than on the statistical side, the merchandise manager must 
pay especial attention to statistical control. He should note 
general business trends and plan accordingly. Sensing trends is 
a most important part of the merchandising operation He must 
unify the efforts of all the buyers 

He helps the buyers in searcliing out new buying maikets and 
at times inspects their merchandise to see that it is in keeping wuth 
the standards of the store Many stores reepure his confirmation 

on all orders of buyeis. He helps the buyers in the planning of 
sales promotion If any department or sales event does not come 
up to the planned figures, he checks up on the leasons 
Although the merchandise manager is in full chaige of his 
division, he should consult and plan with his buyers rather than 
dictate to them what is to be done In this way he is more likely 
to gain the wholehearted cooperation of the buyers and at the 


Goods Association (N R D G A ) in 1924 Hia report to the N R D G A , 
which was later published m 1927 under the title Piinmples of Oigamzation 
Applied lo Modem Retailing, has exerted an important influence upon the 
oigamzational policies and practices of retail stores 
1 Because most large stoies are corporations, over the general manager 
theio is the corporation organization such as is described biiefiy m the dis- 
cussion m this chapter of legal forms of organization However, the actual 
operation of the store ordinarily begins with the general manager 
“Johns, Gbobgb W., “The Merchandise Manager,” Retail Executive, 
Dec 27, 1039, p. 6 

“ In many stores the merchandise division predominates; this is especially 
true of the relationship between the merchandise and publicity divisions 
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same time make them shoulder the responsibility for the success 
of their own departments. One of the most important services 
that the merchandise manager peiforms is to furnish penspective 
for the various departments. 

In the largci stores the merchandise manager frequently has a 
number of assistants -who usually are called divisional merchan- 
dise managers, gioup merchandise managers, or merchandise 
counselors. Each of these is m charge of the merchandising 
operations of a related group of selling departments and super- 
vises the work of the buyers for those departments. The 
divisional merchandise managers provide coordinating links 
between the merchandise manager with his emphasis on statistical 
contiol of the store’s entire meichandising opeiations and the 
buyers with theii emphasis on the buying and selling activities 
m their individual departments. The divisional merchandise 
men are dose enough to the individual departments to under- 
stand the buyers’ activities, but at the same time far enough 
removed from the departments to appreciate the necessity of 
guiding the buying activity until the centralized statistical 
control. If they fail to coordinate and unify the efforts of the 
related departments under them, they fail to perfoim their 
function in the organization of the stoie 

Each department or groups of related departments is managed 
by a buyer, who is responsible for the success or failure of the 
merchandising operations of the department or departments. 
The chief functions of the buyer aie; (1) buying, which includes 
dctei'mination of wants of customers, location of merchandise 
sources, actual selection of the goods, and pricing; (2) selling, 
which includes sales pi-omokon, supervision of the sales force 
(in cooperation with the store management division); (3) mer- 
chandise control, which includes merchandise budgeting and 
stock control. 

The buyer in consultation with the merchandise manager or 
divisional merchandise manager works out the merchandising 
plan or campaign for his department. In order to plan his 
merchandising operations effectivoly, he must forecast with as 
much accuracy as possible the future demands of his customers. 
After determining the most desirable sources of supply, he makes 

‘Especially in smaller stores a buyer often manages more than one 
department 



STORE ORGANIZATION 


91 


the actual selection of the merchandise by going to the market 
frequently or by buying from the visiting salesmen.^ It is he 
who prices the goods when they are received by the store. 

In the typical department-store organization the buying and 
selling functions of a department are combined under the buyer, 
who IS thus responsible for the selhng as well as the buying of the 
merchandise ^ Thus the salespeople are responsible to the 
buyer. In addition to supervision of the salespeople in his 
department, the buyer often directs much of their traimng, 
particulaily that dealing with new merchandise and fashion 
trends ® Also, as a part of his selhng responsibility the buyer 
plans the sales promotional events and usually makes suggestions 
to the publicity division, especially with regard to the features of 
the merchandise that should be stressed in the advertising. 

Finally, as a part of his work in managing the department, the 
buyer is held responsible for obtaimng a satisfactoiy gross margin 
and net profit This involves the duty of providing for adequate 
stock control as well as for the proper execution of the previously 
mentioned duties 

Under the buyer there may be an assistant buyer and a head 
of stock Often the head of stock is a salesperson who is respon- 
sible for the care of the stock. The exact nature and importance 
of the duties of the assistant buyers aie different in various stores 
and vary even among departments of the same store. The 
activities of the assistant buyer are affected by the organization 
of the store and the personality and nature of the buyer, as well 
as by the willingness and ability of the assistant buyer to assume 
responsibility.^ 

1 Other buymg methods might be used See Chap. IX. 

* In some department stores the buymg and selhng actmties of a depart- 
ment are separated The buyer has charge only of the buying for the 
department, and the responsibility for selling is given to another person, 
commonly known as sechon Tmmager, who is responsible to the stoie operat- 
ing division. 

® 111 his supervision and training of salespeople, the buyer ordinarily 
woiks in cooperation with the store-management division, which m the 
typical four-functional type of organization is responsible for personnel 
activities 

* For a detailed desciiption of the duties of assistant buyera, as determmed 
in one department-store organization, see Norris A Brisco and John W. 
Wmgate, Buying for Retail (Sfoies, pp 81-84, Prentico-HaU, Inc,, 1937. 
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Publicity Division. — The function of this division is to present 
the store and the merchandise to the consumer in a way that will 
attract prospective customers to the store, overcome sales 
resistance, and build good will ^ The executive responsible for 
the publicity work is called the publicity manager oi the advertising 
manage In some stoies the division is headed by a publicity 
manager who coordinates the work of an advertising manager and 
a display manager 

The activities of the publicity manager fall into thiee groups: 
(1) newspaper advertising; (2) other forms of advertising; (3) 
window and store display. “ Other forms of advertising include 
every type of advertising outside of that appearing m newspapers 
Included in this gioup are circulars, booldets, house organs, 
direct-mail material, billboard and other outdoor forms, street-car 
advertising, and radio advertising. 

The work of the advertising or publicity manager is to plan the 
general publicity of the store in cooperation with the general 
manager, to estimate in advance all publicity expense, to check 
these estimates with actual expenses as the season advances, and 
to divide the advertising budget among the different forms of 
advertising and among the different departments. He will 
evaluate the worth of different advertising mediums and approve 
the finished advertisements. He must see that all advertising 
and display conform to the general policy of the store. 

In the large store, there will be one or more assistant managers 
and specialists m the technical production of advei’tising and 
display material, such as, for example, several copy writers, each 
specializing in a group of departments, and sign writers. 

Store-management Division. — This division is responsible for a 
wide range of activities most of which are closely related to the 
provision of proper service to the customer. Proper service 
requires among other things the maintenance of a clean and com- 
fortable store; intelligent selling, which depends upon the wise 

1 Although in the four-fimetional plan of department store organization 
the publicity work is handled in a separate division on an equality with the 
other three main divisions, there are some stoics m which the publicity work 
IS earned on in a subdivision of tho mcichandising division. 

® The window- and store-display duties are sometimes placed undei the 
merchandise division and at times in the storo-managomont division but seem 
more logically to belong to the publicity division. 
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selection, effective training, and careful supervision of the sales- 
people; and the proper handling of any special services offered to 
customers, such as deliveiy of the merchandise. So varied is the 
work of this division that it seems that everything is assigned to it 
that is left over from the other divisions The work of this divi- 
sion never ends in a large store, for someone is on the job during 
all the 24 hours of the day. 

The executive in charge of the store-management, or service, 
division is called the store manager^ or store superintendent. 
Other titles that are used in some stores are general superin- 
tendent, store director, or service manager. The duties of the 
store manager fall into five general gioups. 

1. Care of the Building and Equipment — ^Because he is responsi- 
ble for keeping the store building and equipment in good repair, 
he supervises repairs and alterations, the construction and chang- 
ing of layouts, all painting and carpentry work, and the main- 
tenance of mechanical equipment. He has charge of the heating, 
lighting, and ventilation of the store. Because the building must 
be kept clean, he directs the porter and cleaning service. 

2. Care of the Merchandise . — ^This lasts from the time the 
merchandise is received into the building until it leaves on its 
way to the consumer. The goods must be received, counted, 
and checked -with the invoice, and the price tags marked and 
attached. Then the merchandise must be cared for, whether 
in a warehouse, in reserve stock, or on the selling floor, and at 
all times must be piotected from theft. The store manager 
directs and supervises all these activities. 

Although the receiving and marking room or department is 
usually under the store manager, some retail executives have 
suggested that it might be placed under the controller or under 
the merchandise manager. It probably is not best to have the 
receiving and marldng work carried on as a part of the mer- 
chandise division, because with that arrangement the mer- 
chandising division is checking or auditing its own activities. 
However, on the other side of the argument, because of the close 
relationship of the work of receiving and marking to the activities 
of the merchandise division, new merchandise might be brought 

*■ This use of the term “store manager” should not be confused with ita 
use in a small store or chain unit to refer to the manager of all functions of 
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to the selling Boor with less delay if all receiving and marking were 
directed by the merchandise manager 

3. Purchasing of Supplies and Equipment — The store manager 
is responsible for the determination of the proper sources for 
the purchase of supplies and equipment and the actual placing 
of orders and reoiders. He supervises the receiving, inspection, 
and checking of the equipment and supplies. He also provides 
organization for operating the suppty room, for handling requisi- 
tions from departmental heads, for issuing supplies on the basis 
of the requisitions within certain budgetary or expense-control 
limits, and for checlung up on the distribution and use of supplies 
He furthers the standardization of supplies and equipment. 

4. Be) vice to Customers.^ — ^Efficient, courteous sales service 
must be given to the customer A delivery service must be 
provided that will deliver satisfactorily the merchandise that 
must be sent to the homes of customers. An adjustment bureau 
is required as a clearinghouse for handling complaints over 
returned goods and various mistakes in the store’s dealings with 
these customers. Personal shopping service, information booths, 
rest rooms, tearooms and grills, elevators, telephone and parking 
facilities are some of the other consumer services under the control 
of the store manager. 

5. Personnel . — In some department stores the personnel work 
may be performed by a separate division reporting directly to the 
general manager and on a par with the usual four functional 
divisions. Ordinarily, however, the personnel activities are 
under the stoie manager. The personnel department or section 
of the store-management division is ordinarily headed by a 
personnel director who directs its three general types of work: 
(o) employment, (b) training, and (c) employee-service activities. 

The employment manager has charge of the examination of 
appheants for positions, their hiring, and discharging. He keeps 
the record of their peiformance and recommends promotions 
He also builds up reserves of labor for the holiday season and for 
sales. The educational director trains the now employee for 
store service. This includes the initial job training, promotional 
training, and classes for the correction of errors. He may make 

1 The number and types of services naturally vary greatly among various 
types of stores. For example, contrast the large department store and its 
many services, with the self-service supermarket. 
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job analyses as well The employee-service director is in charge 
of such activities as employees’ restaurants, reading rooms, clubs, 
hospitals, and mutual-benefit insurance plans. 

Finance and Control Division. — This division is headed by the 
controller.^ In some stores, his duties have been centered largely 
in the routine of bookkeeping, but the progressive store of today 
gives him a far more important field. More and more, his duties 
center in the financial planning and budgeting for the store. 
This requires a man of far greater ability than was necessary when 
his function was limited to the maintenance of the necessary 
records and the supplying of statistics The duties of the con- 
troller may be grouped under three heads 

1. Records and Reports — ^He is in charge of most of the store 
records and is responsible for the preparation of various types of 
reports This work includes: (a) Accounting and auditing. 
There are the numerous ledger accounts to be kept, various 
audits to be made, and the financial statements to be pre- 
pared (6) Responsibility for the receipt and disbursement 
of money for merchandise, service, and supplies, (c) Office 
records which cover fihng, typing, and insurance and legal 
papers (d) Supervision of the physical inventory (e) Prep- 
aration of statistical information (/) Preparation and filing 
of tax returns. 

2. Credit — Through the credit manager, the controller ordi- 
narily supervises all credit work, including the whole process from 
judging applicants for credit to collecting overdue accounts. 
The modern emphasis on credit and, particularly, installment 
selling has increased the volume of this work. It is the con- 
troller’s responsibility to safeguard the store's capital and earn- 
ings by exercising control of credit sales in accordance with sound 
policies. 

3 Control — This has become the most important part of the 
controller’s work, for stores have come to place greater emphasis 
on merchandise and financial planning. This control is in two 
different fields. The first involves merchandise control. The 
controller, through his past records and his information on 
present conditions, helps the merchandising division to formulate 
a merchandising plan. He also checks the merchandise division 
In many stores the position of controller is combined with that of 
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on the amount of stock on hand, sales, purchases, open-to- 
buy, markup, and markdowns. If the actual results show 
undue deviation from planned pci-formancos, he may call this 
fact to the attention of the general manager or the executive 
committee. 

The second type of control involves expense control. The 
whole work of the store is directed toward showing a satisfactory 
and continuous net profit The controller must see that all 
divisions and departments do their parts toward accomplishing 
that goal. This duty includes the preparation of expense 
budgets, authorization of expense requisitions, checking of actual 
expenses against the budgetary figures, allocation of expenses 
by departments, and any other activities required for adequate 
expense control. 

Variations and Changes in Department-store Organizations. — 
Every store differs somewhat in its method or form of organiza- 
tion. Thus, even among those stores which are organized 
essentially on the four-functional plan just described, there are 
many variations in the details of the organizational structure. 
Also there are other types of department-store organization that 
differ with respect to the number of major division, s and the range 
of responsibility of each division. For example, in some stores 
there are only three main functional divisions, with publicity 
handled as a part of the work of the merchandising division. 
In a few stores, particularly in smaller .stores, there may be only 
two major functional divisions, one combining merchandising and 
publicity and the other, store management and control. 

Since about 1 934, department-store executives have evidenced 
considerable interest in general problems of organization, largely 
as a result of conditions during those depression years which 
indicated the need in many stores of a more effective orgamzation. 
Much of this discussion regarding store organization m recent 
years has centered in certain aspects of the four-functional plan 
of organization. This has been cnticized on several points, and 
many of the department-store organizational plans that have 
been proposed, and adopted in some stores, are attempts to 
overcome these weaknesses. For example, one of the strongest 
criticisms that has been levied against the typical four-functional 
plan is that it fails to lay proper emphasis on and allocate respon- 
sibility for the most important function of retailing, that is, 
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selling. As should be clear from the description that has been 
given of the four-functional plan, there is no division that corre- 
sponds to the usual sales-management division in the organiza- 
tional structure of a manufacturing concern. Instead, the selling 
function is divided among at least three of the four divisions, 
namely, the meichandising division, the publicity division, and 
the store-management division. One plan that has been pro- 
posed to meet this cnticism is to have as one of the major func- 
tional heads a sales manager, or director of sales promotion, 
who would be responsible for all selling activities. Thus, he 
would supervise and con elate the publicity activities, such as 
advertising and display; the personal selling, including not only 
the work of the salespeople but also of floor- and department- 
sales supervisors; and special selling services such a’s personal 
shopping^ and the handling of mail and telephone orders. Many 
other examples might be given of proposed changes in depart- 
ment-store organization, resulting lai’gely from dissatisfaction 
on the part of retailing executives with the four-functional 
plan.^ 

Small-store Organization. — ^Because store organization consists 
primarily of the lelationships among the functions performed by 
the business and the personnel that carry out these activities, 
every store has some form of organization. Basically, the small 
store performs the same retailing functions as the large-scale 
retail establishment.® In the large store, these functions are 
carried out through an organizational structure highly functional- 
ized in character and with detailed division of labor. In the small 
store, on the other hand, functional lines cannot be clearly drawn 
because each individual ordinaiily performs a number of functions 
or activities. Thus, describing the organization of a small store 
is largely a matter of outhning the duties of the various persons 
worlang there. The line of authority is very simple, for everyone 
may report directly to the storekeeper himself. The charting or 

i See p. 366 for explanation of personal shopping. 

“ A good detailed discussion of store organization, with particular refer- 
ence to the depaitment-store field, is given in 0. Preston Robinson and 
Norris B. Brisco, Retail Stole Organization and Management, chaps 2-5, 
Prentioe-Hall, Ino , 1938. In Chap 3, there is a discussion of the advan- 
tages claimed for the Mazur plan (four-functional plan) and the chief criti- 
cisms raised against it. 
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listing of the duties of each person in a small store helps to fix 
responsibility; it may also aid in the proper and prompt perform- 
ance of the various activities. The following chart illustrates 


OWNER OR 


MANASER 


SUPERVISE 
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ANALYZE 

BUYING 



CLERK RECORDS 

DISPLAYS 

ADVERTISING 



WATCH FOR LEAKS 

SELLING 



CONTROL EXPENSES 
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CULTIVATE TRADE 

DEPARTMENTS 
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BUYING 
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STOCK AND 
SHELVES 
CLEAN 

KEEP PRICE 
TICKETS 
CLEAN 

PUT UP 
"SEND" 
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STOCK 


FOR CORRECT 
DELIVERY 

REPORT ALL 
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SHAPE 

COLLECT 

SELECTED 

SLOW 
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SELL GOODS 
DURING 
RUSH 
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Organization chart of a small stoio 


a possible division of duties among the personnel of a five-man 
store. ^ 

Departmentizing. — ^In many retail stores the organizational 
structure is at least to some extent departmentized in character 

‘ Adapted from a chart given m Better Retailing, A Handbook for Mer- 
chants, ioth ed., p. 6, published by the Merchants Service Bureau of The 
National Cash Register Company, 1937. 
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By departmentizing a store is meant the classifying of the different 
lines sold by the store into well-defined groups and the operation 
of these as separate units. This has a threefold purpose. (1) 
It provides for specialization in bu 3 dng and selling, for both 
buyers and salespeople can confine their activities to their own 
departments. In a small store, this purpose may not be present 
(2) It makes it possible to control merchandising operations and 
expenses by lines of merchandise rather than simply for the store 
as a whole. Thus a basis is provided for determining whether a 
line of goods is yielding a profit or causing a loss. To the extent 
to which various stores in the same field classify the lines of 
merchandise into similar groups, interstore comparisons of 
merchandising results by departments are made possible. (3) It 
helps the management in determining the best layout for the 
store. By classifying the many articles of merchandise into 
definite groups of related articles, the problem of layout is 
simplified. Also, the attention of the customers can be centered 
on certain classes of goods, which means more effective sales 
promotion. 

The number of departments varies according to the kind of 
merchandise handled, the volume of sales, and the necessity for 
separate records for merchandising purposes in the store. For 
example, a small department stoie might find that 8 departments 
constituted a practical departmental setup whereas a large 
department store might have more than 100 departments. 

In departmentizing, two thmgs must be kept in mind: (1) 
merchandise control; (2) sales strategy. With merchandise 
control in nomd, goods having similar sources of supply, type of 
demand, markup, and rate of turnover may be grouped together 
Sales strategy groups together goods that require a uniform selling 
policy, the same location in the store, and the same display treat- 
ment. The convemence of the customers also must be considered 
under sales strategy. Immany cases the grouping of merchandise 
lines primarily to meet one of these two basic factors may not 
necessarily give a departmental organization best suited from the 
other viewpoint. For example, in recent years, there has been a 
tendency in departmentizing to group merchandise for the pur- 
pose of sales strategy into such combinations as those represented 
by Cruise Shops, Campus Shops, Sports Shops, and Cotton 
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Shops. In many cases, these combinations of lines are made up 
of merchandise items which involve quite different buying, as 
well as other merchandising, problems; thus, these depart- 
ments may be poor arrangements from a merchandise-control 
standpoint. ^ 

A small department store might include the following 
departments: 

Dry goods Women’s ready-to-wear accessories 

Small wares Shoes 

Men’s and boys’ wear Home furnishings 

Women’s and misses’ ready-to-wear Miscellaneous 

A hardware store might have the following departments' 


Builder’s hardware 
Cutlery 

House furnishings 
Electrical goods 


Toys 

Auto accessories 
Tools 

Implements 


A shoe store might group its merchandise into the following 
departments: 


Men’s shoes 
Women’s shoes 
Children’s shoes 


Hosiery 

Accessories (including handbags) 
Tennis and rubber goods 


Although some departmental organization is desirable in many 
stores, it should not be carried to extremes. If a store i.s over- 
departmentized, purchasing is made more difhcult and annoying 
for the customer. Related items and lines that she desires and 
expects to be able to purchase together must be bought at several 
different places in the store “ Through this inconvenience to the 
customer the effectiveness of the sales promotional efforts of the 


' In general, many stores appear to have given too much attention in 
departmentizmg to considerations of merchandise control and too little to 
the convenience of the customer, which is an important element in effective 
sales strategy, 

* This situation may lead to a policy of considerable duplication of goods 
in diflerent departments which lends to lessen the advantages of depart- 
mentizing the store. 
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store may be considerably reduced. In addition, overdepart- 
mentalization adds unnecessarily to the complexity of the busi- 
ness operations and gives rise to additional expenses, in the form 
of more records, more supervision, etc., which do not bring larger 
sales or other improvements in the merchandising or operating 
activities 

Leased Departments. — leased department is a department 
in a store that has been rented or leased for a certain period of 
time to outside management. The leasing of departments in 
both large and medium-sized stoies is quite common, and many 
examples of leased departments may also be found in certain 
types of comparatively small store. 

Although the leasing of departments is especially important in 
the department-store field^ the practice is found in a variety of 
types of retail store For example, some grocery stores lease 
the meat department and in some instances the fruit and vege- 
table department Drugstores sometimes lease soda fountains 
In some of the supermarkets in the food field, certain of the 
food departments (such as bakery goods, dairy products, and 
meats and fish) are operated by lessees, and in some establish- 
ments many nonfood lines (such as drugs and cosmetics, crock- 
ery, paints, cut flowers and plants) are sold through leased 
departments 

The reason or reasons behind the leasing of departments vary 
not only among stores but also among the departments leased 
in one store. A store may lease a department because the opera- 
tion of the department requires a merchandising knowledge of the 
line that the store does not have or a close and continual contact 
with primary markets that the store’s organization cannot 
provide. It is quite common for department stores to lease out 
“difficult” departments, that is, ones that require highly special- 
ized knowledge, perhaps of a techmeal character, or departments 
that involve a large degree of personal service. Optical-goods 
departments, beauty parlors, and photograph studios are exam- 
ples of such departments. One of the chief reasons for the fre- 
quent leasing of the millinery department is that the successful 
operation of that line depends to a considerable extent upon a 

^ Examples of departments frequently leased are millinery, beauty parlor, 
shoes, optical goods, sewing machines, candy, wall paper, floor covermgs, 
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close and continual contact ■with primary markets that it may 
be impossible to obtain economically without sales larger than 
those of one independent department.^ 

Another reason for leasing may be that the department imder 
store management has failed to pay either any or a satisfactory 
profit, because of a lack not of merchandising knowledge but 
of a scale of operations that -will bring buying and operating 
economies. The leasing organization ■with quantity purchases 
and standardized methods may be able to make the department 
show a good profit. 

A third reason is the desire of the store for a more complete 
line of goods and ser-vices to offer to its customers Expansion 
may be possible through the leasing of new departments. Even 
if the store does not derive any considerable profit from the new 
leased departments, these departments draw trade to the store 
and thus help the sales in other parts of the store. These 
departments also reduce the amount of overhead expense borne 
by the o'wned departments. 

The two main disadvantages to the store of leasing depart- 
ments are: (1) It may be difficult to get the lessee to conform to 
the store’s general policies with regard to such things as quality 
of the goods, customer service, handling of returns and com- 
plaints, and supervision of selling operations. This may result 
in loss of good -will for the store, because the customer ordinarily 
does not know that the leased department is not operated by 
the store. (2) The management of the leased department may 
not be so fully posted on the needs of the particular community 
as it should be. Tliis is more likely to be tmo if the department 
is leased to a syndicate controlling departments in all sections 
of the country. 

The lessees with whom a retailer may contract to lease a 
department are of three distinct types. (1) Syndicates, function- 
ing as specialists in one kind of merchandise. The syndicate 
has central offices and controls its chain of leased departments 
from the central offices, much as do chain-store organizations. 
The outstanding example of this type of lessee is probably in 
leased millinery departments; the syndicate type also operates 
frequently in such merchandise lines as women’s apparel and 
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accessories, shoes, and jewelry, and in certain departments with 
a large degree of personal service, such as beauty parlors. (2) 
Manufacturers who have organized a subsidiary company for 
the purpose of leasing departments. This type of lessee is 
frequently found in such hnes as shoes, electrical goods, floor 
coverings, and furniture. (3) An individual, or one-man lessee, 
who is usually personally known to the store management. The 
store management feels that this person is able to accomplish 
results with the department that the store has been unable to do 
with hired managers over the department. Most leased depart- 
ments are of the first two types; however, many departments in 
such merchandise and service hnes as restaurants, barbershops, 
flowers and plants, and bakery goods are leased to one-man 
lessees. 

The leasing contract outlines the conditions under which the 
leased department operates in the store. The contract is seldom 
over two or three years in length, and the most common contract- 
period length IS one year. Usually the lessee pays the store a 
flxed percentage of the sales, with a minimum guarantee fin 
dollars) ^ The lessee ordinarily pays the expenses directly 
incurred by the department, such as department pay roll, buying, 
advertising, insurance, marking, and stock-room costs. The 
indirect expenses, such as rent, maintenance, administration and 
ofiice expenses, and credit-account expenses usually are paid by 
the store. In many cases the store provides the ordinary store 
equipment, letting the lessee furnish any special equipment that 
may be necessary. 

In addition to terms and rates, the contract should require that 
the department carry a line of goods that will fit in, with respect 
to variety and quality, with the rest of the merchandise offered 
in the store and also that it should use business methods that will 
help maintain the general reputation and good will of the store. 
This is particularly important because the customers ordinarily 
are not aware that the department is not owned and operated 
by the store itself. The contract may contain many other special 
provisions. For example, the store may reserve the right to move 

1 As an example, the lessee of a millinery department might contract to 
pay the store 17 per cent of net sales, with a minimum guarantee of $85,000 
a year In some cases a maximum rental (m terms of dollars) is also sped- 
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the location of the leased department. Usually the store pays 
the cost of this change in location. The right to duplicate in 
some of its own departments certain of the items carried in the 
leased one may also be reserved by the store in the contract. 

The exact provisions of the leasing contract depend upon the 
particular conditions involved in each case. Because there are 
so many chances for friction in leasing a department, the agree- 
ment should be carefully drawn so that it will cover the many 
specific instances that may arise. Both the store and the lessee 
should be fully aware of their rights and obligations before 
signing the contract. It is highly important that the store 
executives treat the leased department as a part of the store 
organization and that the lessee cooperate in working out in a 
harmonious manner the department’s proper relationship with 
the other parts of the store. ^ 

Store Organization as a Whole. — There are many differences 
both in the functional and departmental organization of various 
stores. Although, as has been pointed out, there are certain 
types of organizational structure that are widely used in partic- 
ular lines of retailing, the absence of a standardized form of 
organization for all retail stores is apparent to every student of 
retailing. Each store should develop that organization which 
will best fit it to perform its retailing functions. 

The important thing is that the organization be logical and 
that it be understood and observed. It may be desirable to 
change the organization from time to time in order to meet 
changing conditions. If changes are made, it is of the utmost 
importance that the people affected be advised of the change and 
how it will affect them. 

Store organization fails in an important part of its purpose if it 
docs not help to make all members of the organization “store- 
minded.” Too often the individual departments or divisions of 

lA large department store on the Pacific coast attributes much of its 
success m handlmg leased depaitments to the appointment of a smgle execu- 
tive as a liaison officer between the store and its leased departments. This 
“merchandise manager of concession departments” coordinates the activi- 
ties of each leased department with those of the other leased departments 
and with all other store departments and functional divisions with which the 
leased departments must deal The lessees appreciate this one-man contact 
m matters of mutual policy. “ Acting as Shook Absorber for Leased Depart- 
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a store play a lone hand. Frequently, executives are concerned 
too closely with the affairs of their particular sections of the store 
and give insufficient attention to the need for coordinating their 
operations with those of other executives for the good of the 
store as a whole. The essential idea that must be kept in mind 
IS that each part or member of the organization performs its 
service not as an end in itself but as a means of helping the whole 
store organization to reach the common goal. 



CHAPTER VII 
CUSTOMER DEMAND 

Basic Importance of Consumer Demand. — The modern mer- 
chant who expects to conduct a successful business must build 
his merchandising program upon the firm foundation of an ade- 
quate knowledge of consumer demand. As has often been said, 
“The comsuiner is Idng.”^ Formerly the manufacturer pioduced 
something; the retailer stocked it and said to hia trade, "Come 
buy this which I have brought to you.” The starting point was 
with the producer who manufactured something that he was 
going to have the consumer buy. One might almost say that 
the whole manufacturing and selling process operated on the 
theory that it was the consumer’s duty to buy what the manu- 
facturer produced. 

The retailor was just the outlet for the manufacturer’s product. 
This was only natural, for the retailer was being urged con- 
tinually by one highly paid salesman after another to stock this 
line or that line — the pressure to buy coming from the producing 
side. The consumer did not audibly express his wishes; hence, 
the retailers took silence for consent and continued trying to 
sell the consumer articles produced primarily with respect to 
the ideas and opinions of the manufacturer or dealer. 

Today more and more merchants are making a right-about-face 
and looking to the consumer for buying orders rather than to the 
manufacturer The essential question m any store, large or 
small, is “What does the consuming pubho want?” When this 
can be answered, the merchant has made a true beginning, not 

1 Wilham Feather, in "A Business Man’s Philosophy,” The Indianapolis 
Star, says, "One of the fine things about the present system of economic 
organization is that the consumer is king. Every producer, even though his 
operations may spread over the whole woild, is a slave to the whim of the 
users of his product A woman walks down the main street of a city with 
a $B bill m her purse. Morohants display a thousand items to tempt her. 
How shall she divide her S5, where shall she leave it? She is the judge. 
She may make her choice.” 
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only on hia buying program, but on the rest of his merchandising 
activities as well. The demands of the store’s customers must be 
carefully studied and analyzed so that the merchant or store 
buyer can know what to choose and how much to choose from the 
vast array of things that are offered by manufacturers. 

The importance of consumer demand as the basis of retail 
operations is shown in the following statement by a congressional 
committee 

The retailer performs the final function in distiibution of essential 
commodities and gives fulfillment to all preceding effoits by making 
mexchandise available to consumers at the time, place, and in the form 
required by them The retailer’s true function is that of serving as a 
purchasing agent for Ins community, as such, he selects and carries a 
reserve supply of merchandise to meet the requirements of the individual 
consumer. 

If the retailer is the purchasing agent for his community, he 
must know the wants of that community, Not only should these 
wants detemune what and how much the retailer should buy, 
but they should be relayed back to the wholesaler and to the 
manufacturer and determine their activities. This is the trend 
of all distribution today — to study the needs of the ultimate 
consumer and to build back, even to the manufacturmg program, 
with the consumer’s needs and desires as a foundation. 

Thus, not only should the buyer analyze the wants of his cus- 
tomers, but he should see that the wants and desires shown by 
the analysis are realized by the producer. The study of con- 
sumer demand is the logical starting point m the entire process 
of manufacturing and selling products. It is a far better invest- 
ment for merchants to spend time and money in determining 
public wants than in trying to change these wants to what the 
merchants think they should be. 

The Consumer Movement. — The so-called “consumer move- 
ment” is one that influences the desires and buying habits of 
millions of retail customers, and so it must be studied by the 
merchant. It has been sponsored by professional consumer 
groups,^ by various women’s organizations,^ and by governmental 

1 The best known are Consumers’ Research and Consumers’ Union. - 

> The National League of Women Voters, the American Association of 
University Women, and the Federation of Women’s Clubs have interested 
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umts^ (1) to increase merchandise knowledge among women 
customers, (2) to induce the manufacturers to supply the cus- 
tomer with all necessary information about his products, (3) 
to get tho customer quality merchandise at reasonable prices, 
and (4) to lower marketing costs where possible 

Some retailers have tried to ignore this movement, others have 
been antagonistic toward it, and others have tried to work with it 
in all its attempts to help the consumer spend her money wisely. 
The latter seems the wiser policy in the long rim “ The Con- 
sumer-Retailer Council was organized in 1937 to provide an 
agency where manufacturers, retailers, and consumers could work 
together for adequate standards, labeling, and terminology for 
consumer goods and services in order to lessen customer abuses of 
retail services and to promote better understanding between 
retailers and consumers in general. 

Many stores make use of the services of such organizations as 
Consumers' Union and Consumers’ Research.* Because the 
store’s customers may be reading the reports of these organiza- 
tions, the buyers and the salespeople should also be familiar with 
them. In this way, they will be able better to interpret to the 
store’s customers the information and ratings given by these 
organizations. 

Reasons for Changed Importance of Customer Demand. — 
Since society is made up of human beings, it is always changing. 
As these human beings change, so must the agencies that serve 
them. The increased importance of customer demand is 
explained largely by changes in the customer during tho growth 
of retailing in this country. It is undoubtedly true that the 
customer of today is a far different type of person from the 
customer of even a quarter of a century or less ago.^ She is more 

1 The U S Depaitments of Agriculture, Labor, Commerce, and tho 
Interior have helped in this movement A number of states, likewise, have 
helped 

“ Dameeon, Kenneth, “Retailmg and Consumer Movements,” Journal 
of Marketing, April, 1941, p. 385 

* A discussion of the value of these two organizations is found in Ira I. 
Berman, “A Comparison of the Ratings of Consumers’ Research and Con- 
sumers’ Union,” Journal of Retailing, October, 1940, p. 70, 

* A picture of the consumers’ changing tastes in merchandise as seen in the 
pages of the Sears, Roebuck catalogue is found in David L. Cohn, “The 
Good Old Days,” Simon & Schuster, Inc., 1940, 
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positive in her likes and dislikes. She knows what she wants and 
will shop until she finds it; no longer will she accept anything that 
is offered. The knowledge that today’s customer is a different 
customer from yesterday’s presents a challenge to the retailer. 
He must provide her with the new services and information that 
she wants This he must do if he is to enjoy her confidence. 

But what has caused this change in the customer’s^ attitude? 
One important reason is the increased buying knowledge of the 
customer. She knows more about goods than she once did. 
She has more leisure time, which can be devoted to shopping and 
to a study of merchandise A part of her education has given her 
knowledge of the worth of goods and how to buy. Advertising 
has taught her what to look for in purchasing. Travel, the 
moving pictuies, the radio, and news matter in magazines and 
newspapers are continually giving her new ideas as to goods and 
services. Also, retail and other types of organizations have 
offered training or information to consumers. For example, one 
large mail-order house conducted a household science “clinic” to 
teach customers how to buy intelligently. One Midwestern 
university conducts a laboratory for housewives, which answers 
queries through newspapers and tells women how to judge mer- 
chandise quahty. 

Another reaison for the changed attitude of the customer has 
been her increasing interest in fashion. ® This is largely the result 
of the greater range of knowledge of the present-day customer. 
Developments in transportation and communication have been 
important factors in spreading style ideas throughout the country. 
One manufacturer has said. 

There are no boundaries to transmission of style There is no delay. 
The radio and the automobile, the movie and the magazine, relay 

' When we speak of customers, it is largely women customers that we 
mean Various mvestigations in various types of retail store have shown 
that m most stores the greater part of the purchases aie made by women 
Even the hardwaie store, which would seem to be primarily a man's store, is 
recognizing the importance of the women’s trade and is makmg special efforts 
to make itself attractive to women. However, we must remember that men 
influence the purchases of women to a far greater extent than is generally 
lecognized 

® Some stores provide a fashion consultant who can help women solve 
their clothes problems. A description, of the activities of such a consultant 
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fashion news. No time is lost . . . The farmer’s wife in Keokuk and 
the merchant’s daughter on Park Avenue read the same pages of the 
fashion magazine and tune in on the same radio talk There are small 
towns but only m size. There aie no small towns in taste ^ 

The average modem cu.stomer desires a greater variety of goods 
and services. This is due both to her gi eater knowledge of goods 
and to the higher .standard of living as eompared with 20 or 25 
years ago Also, tlie modern customer has a greater number of 
stores from which to make her purchases than did the old-time 
customer; therefore, she is more likely to take a critical attitude 
toward the goods and services of anj’- one store. Today’s average 
customer is older than yesterday’s, and tomorrow’s bid? fair to be 
still older ® The numlicr of young people in the United States is 
declining, and the number of older people is increasing. This 
makes a difference in what the average customer wants — there 
should be a lessening demand for what the younger people want 
and an increasing demand for those products desired by older peo- 
ple In general, an older population will have a higher per capita 
consumption than will a younger. However, this varies with 
different types of product 

The increased knowledge of the present-day customer, her 
greater interest in fashion, her desire for a variety of goods and 
services, and the possibility of greater independence in her choice 
of stores all help to explain why the modern customer is such a 
fundamental factor in the merchandi.smg program of the retailer. 

What the Customer Should Receive. — The object of all 
business, retailing included, is to satisfy human wants. The 
incentive is the hope of making a profit in the process of satisf 3 dng 
human wants. Although certain of these wants become habitual, 
the fact that our desires in general are insatiable makes business 
move forward continually in its attempt to give satisfaction. 
The flow of satisfactions that one gets from a purchase has been 
compared to a stream. For example, a dress or suit gives the 
wearer pleasure each time she or he wears it. Other things, 

is found m Charlotte Wilkinson's “Fashion Is Fun,’’ Journal of Retmhng, 
February, 1940, p 1. 

1 Frank Herskovitz, New York fur garment maker, quoted in the Ameri- 
can Fur Designer. 

* “ Changing Population Trends Affect Retailmg,” Women’s Wear Daily, 
Jan. 21, 1941, p. 34. 
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however, produce but once and then are gone. An ice-cream 
cone vanishes as it is eaten; a great artist sings a song, and we 
have no tangible product left. Yet, for some such services or 
products, customers are willing to pay a high price The worth 
in those cases seems to be largely psychological or mental rather 
than physical. 

The retailer is trying to buy goods that his customers want 
— not what he might prefer for his personal use The pur- 
chase and sale of the goods and services that will give the 
greatest possible flow of satisfactions to the customers of the 
store should be the object of the merchandising program of every 
retailer. But what is it in a product oi service that gives satis- 
faction? The answer to this question necessitates an analysis 
of the qualities of the product. Why will some customers pay 
$10 instead of $7 for a pair of shoes or $100 instead of $75 for a 
rug? As the merchant studies the factois that give goods this 
extra worth in the minds of his customers, he can purchase 
merchandise better suited to his trade He also can more 
successfully lead his trade to see the values in the goods. As 
customers receive continued satisfactions in their purchases from 
a store there develops good will. 

Determination of Customer Demand. — The merchant or store 
buyer^ might sum up the need for determimng customer demand 
in these words. “I want to carry the merchandise and offer the 
services in my store that my prospective customers want and 
expect to find here. Unless I have what they want, they will 
not buy at my store. Therefore, I must find out what they 
demand and use that information as the basis for my buying and 
other merchandising activities.” But how is he to determine 
the amount and type of prospective customer demand^ He 
may talk vrith people, visit other stores, make a questionnaire 
survey or study, use want slips, study past sales and stock 
records, etc.® 

First the merchant or buyer should determine as nearly as 
possible the number of people who are likely to be customers of 
his store or department. If the store is a small neighborhood 

iThe following discussion also applies to the buyer for an individual 
department. 

“ Some of the moie important methods of determining consumer demand 
will be discussed in detail at a later pomt in this chapter. 
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grocery store, the merchant has a comparatively small group of 
prospective customers, and it may be comparatively easy for 
him to estimate, within reasonable limits, the amount and type 
of trade that he will get. On the other hand a dry-goods store 
in a county seat may draw not only from the entiie town, but 
from the surrounding territory as well. The number and 
strength of competing stores must be considered by the merchant 
in determining the total number of potential customers who 
are likely to become customers of his store Othci factors, such 
as the competition of other trade centers, must also be considered. 
The case of a shoe merchant in a Western town illustrates the 
result of failure to study the potential number of customers. 
The cliildren’s shoe section was not showing satisfactory results. 
A shoe wholesaler investigated and found enough shoes in that 
section for the whole county for at least three years. 

Second, the merchant should determine approximately the 
amount of money his prospective customers have to spend for 
the goods ho carries. This involves both the question of the 
amount of income of the consumers and the way in which this 
income is divided among the various classes of goods purchased 
by them. For example, if the clothing merchant knows that 
the average prospective customer has an annual income of 
approximately $1,500 and that about 20 per cent of this is spent 
for clothing, he has a tangible basis upon which to plan his buying 
and selling operations The store must cany merchandise 
properly priced m line with its class of trade. A grocery store 
in a wealthy neighborhood will handle comparatively high priced 
merchandise and may include fancy groceries and specialties, 
whoieas a grocery store in a factory district will handle a lower 
priced line and will handle primarily staple articles. 

Closely related to the above point is the determination of the 
kinds of types of product desired by the prospective customers. 
What local habits or conditions are there that affect consumer 
tastes, and how do these factors influence customer likes and 
dislikes'? Do the climate, nationality of the people, and religious 
beliefs have a particular bearing on customer wants and desires? 
If so, in what way and to what extent are they affected? These 
questions and many others must be considered by the mer- 
chant or buyer who wishes to be a true purchasing agent for his 
community. 
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Even with the most careful study of consumer demand, the 
merchant can seldom, if ever, be sure that his purchases are 
entirely correct, because in most instances he must put together 
and interpret the various forms of information received from 
the consumers and then buy what he thinks they want The 
possibility of errors in judgment means that the study of customer 
demand must be a continuous one; this provides a basis for 
changes in buying and selling policies when customer wants have 
been mismterpreted or when the wants have changed because of 
changmg conditions. Some of the various ways or devices of 
determining customer wants will be discussed in the following 
sections 

Sales and Stock Records. — It has been said that sin lies not in 
making a mistake but in making the same mistake twice. Every 
merchant oi store buyer, no matter how skillful, will make a 
poor purchase at times. To lessen the number of mistakes, he 
keeps records of his sales and the stock on hand.^ His sales 
records give him a history of the past performance of his endeavor 
to satisfy customer wants. They will tell him how much he sold 
of each size, style, color, and price line of the different articles. 
Many buyers have tried to rely on memoi'y for this information, 
but as the volume of business grows, this method tends to become 
increasingly inaccurate. Also, changes occur gradually in con- 
sumer buying without becoming apparent to the buyer who relies 
on memory alone, therefore, his belief as to what is selling best 
will not always correspond with the results as shown by actual 
sales records 

A sales-record system should be developed to meet the needs 
of the particular store or department in which it is used. The 
system is not an end in itself, but only a means to an end That 
end is to give the buyer information that will be of use to him. 
Among the things he wants to know are the amounts sold in the 
various sizes, price lines, colors, styles, and materials. For 
example, if he knows the percentage of the sales of size 8 shoes to 
total shoe sales or the percentage of sales of men’s suits made 
m the 135 pricb line, he has valuable information to help him 
m reordering. Good sales and stock records show what the 
public has wanted and what it has not wanted It helps the 

^ In some stores, records are kept of many other facts, such as markdowns. 

2 Provided, of course, a unit type of merchandise contiol is used. 
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merchant eliminate the "lazy” stocks, that is, those which do not 
move quickly. 

All this information may be dangerous, especially in style 
goods, if it is not interpreted according to present conditions. 
A period of depression will cause people to buy fewer expensive 
goods, whereas just the opposite is true in times of prosperity. 
Thus, past sales records should be adjusted according to the 
general business conditions at the time they are being used as a 
means of judging consumer demand Though light blue may be 
the popular color for a particular article one season, it does not 
necessarily follow that it will be during the next. Records may 
show that articles with an Egyptian motif have been big sellers. 
A buyer, knowing this to be a fad, will reorder cautiously in spite 
of the showing of the sales records. The idea that sales records 
are an automatic guide to buying is the greatest danger to be 
guarded against in using them 

For style goods the records of the present season to date may 
be more valuable than those of the previous season. When the 
buyer is “sampling” merchandise early in the season, he pays 
especial attention to the records for the present season. The 
conditions under which the sales for the season to date were 
obtained probably will be far more similar to those of the future 
weeks than would the conditions of the previous season 

A large department store m the East for several years has been 
analyzing and tabulating the buying habits of its customers, 
getting the information largely from the monthly bills. Although 
this store’s system is an inexpensive one, it tolls among other 
things how much each customer is buying, how that amount is 
divided among the various departments, and whether or not she 
is malang use of store sales. 

Want Slips. — These are forms filled out by salespeople to 
indicate to the store or department buyer goods called for by 
customers but not earned in stock in the store. ^ Some want 
slips not only call foi a notation of desired goods that the store 
does not carry but in adchtiou have two other sections, one for 
recording requests for goods that the store carries but that 

’ These are sometimes called “lost-sale” slips or “call” slips 

® They are similar in purpose to the want book that the small store keeps 
in which are written down the various items that should be ordered for the 
store as a whole. 
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are temporarily out of stock, the other for goods whose stock 
amount is running low. In some instances the want slips also 
are used to record the comments of customers on their pref- 
erences in merchandise. Want slips differ considerably in form 
in different stores They should be kept as simple as is possible 
in light of the amount and type of information desired 

A customer may ask for a peach-colored voile afternoon frock, 
size 38, for about $10 The store may have frocks like this except 
in the desired shade. Although they are of the right material, 
size, and pi ice range, the customer, because she is insistent on 
having the garment in peach color, leaves to shop in other stores. 
A sale has been lost because this particular shade is not in stock, 
and so the salesperson makes the proper notation on her want slip. 

At the end of the day the want slips filled out by the sales- 
people are collected and sent either to the buyer or to the mer- 
chandise manager. Some stores have the slips made out in 
duplicate, one for each of these. The buyer may answer the 
wants shown by these slips in a number of ways’ (1) The mer- 
chandise may have been m stock, but the salesperson did not 
know it (2) The goods may be caiiied in some other depart- 
ment, but the salesperson did not know that and so did not dhect 
the customer to that department. (3) The merchandise may 
be on Older but has not arrived or, at least, is not on the sellmg 
floor (4) The goods will be ordered, for the buyer believes 
there may be a worth-while demand for them. (5) The buyer 
does not believe there is an effective demand and so will not 
order. (6) One oi a very few of the articles will be purchased at 
lotail, in order to have them in stock for unusual demands. 

One danger of the want-slip system is that the store may 
believe that there is a greater demand for the goods than really 
exists. If everything were added for which theie was a call, 
there would soon be a large amount of slow-selling merchandise 
which would slow up the rate of stock turnover. The buyer for 
the store or department must make sure that there is an effective 
and worth-while demand indicated. Another danger is that 
the buyer may feel that these slips are a reflection on his buying 
ability and so discourage the salespeople in their use of them. 
Finally, m some stores, great trouble is taken to have want slips 
filled out and turned in; yet neither the buyer nor the mer- 
chandise manager actually uses them as guides in purchasing. 
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It is often a problem to get the salespeople to use the Avant slips 
Some stores require each salesperson to turn in a slip each day. 
Others have the comparison department “shop” the store 
to see if the salespeople are recording all lost sales The buyer 
should encourage his salespeople to fill in these slips. If he 
explams to them how he uses the want slips and makes them feel 
that the slips are a real service to him and to the store m its buy- 
ing, the salespeople are more lilcely to fill them out intelligently. 

Comparison Shopping. — One of the most important methods of 
finding out what customers want is that of studying competmg 
stores to learn what they are sellmg. No one store has a monop- 
oly on the knowledge of customer demand, and so it is worth 
while to watch how other stores are catering to the wants and 
desires of customeis This is not considered an unetliical prac- 
tice, but rather a legitimate means by which a store ondeavois 
to make sure that its own customers are receiving the best values 
and services As merchants know that competitors are watching 
them continually, this practice of comparison shopping is an 
incentive to better merchandising in all stores. 

Large stores have their separately organized comparison- 
shopping departments. In a small store the work may be done 
by the proprietor himself, his salespeople, or outsiders hired 
on part time. In most stores the coinpaiison shopping is done 
by women. They are considered more typical of the store’s 
customers and so better able to view the store and its offerings 
as would the regular customers. 

The functions of comparison shopping may be divided into 
two classes. (1) merchandise shopping; (2) service shopping. 
The larger stores employ different people to do each of these 
types of shopping A merchandise shopper should grow more 
valuable as she gets more experience. A service shopper is of 
value to the store only so long as she is not recognized as a 
shopper 

The advertisements, window displays, and special sales of 
competing stores are studied with regard to the typo, quality, 
and price of the merchandise offered. What is their drawing 
power? Does this store have similar merchandise, at the same 
price, and with as wide a variety? 

A stoi’e may have its merchandise shoppers leport on the selling 
price in other stores of new merchandise that it is about to price, 
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This precaution is taken to prevent the pricing of goods at figures 
out of line with competitors’ prices, a situation that the average 
shopper will quickly notice 

Many stores have the comparison department approve all 
advertising before it is published. This is done to make sure 
that their goods and prices will compare favorably with those of 
competing stores In some instances, stores have unintentionally 
put mconect statements in theii’ advertisements by reason of 
their reliance on statements made to the store’s buyer by the 
vendor. A New York store advertised an “Extraordinary 
Sale — Handbags $4 95, Regular $5.95 to $12 50.” Upon 
investigation, it was found that other stores were selling many 
of these handbags at approximately $4.95. The store buyer 
said he had relied on the price information given by the 
manufacturer. If the comparison-shopping department had 
“shopped” these bags befoie the advertisement appeared, this 
inaccuracy would not have occurred 

A merchandise shopper may inspect carefully the merchandise 
in another store, or she may even purchase it to bring back to 
her own store for the buyers or testing departments. Afterward 
the goods may be sold to the store’s employees or put in with 
the store’s merchandise for sale. 

The service shoppers check up on the service offered by the 
store and compare it with that offered in competing stores. 
TJ),ey check not only the service given by the salespeople, but 
also other service features, such as adjustments, delivery, and 
credit 

Service shoppers have to be changed frequently, oi they will 
be recognized. This would defeat their purpose, for they are 
trying to view the store objectively thiough the eyes of an 
average customer, which means that they must be unrecogmzed 
and therefore treated as an average customer. A comparison 
shopper must be observant, have a good memory, and be able to 
report clearly what she has observed. 

Consumer Surveys. — Frequently many of the customer likes 
and dislikes can best be determined by direct questioning of 
the consumer or by inviting her to offer suggestions on the store 
merchandise or service. One retailing expert has said that the 
customer’s attitude is vital on the following points, and therefore 
the store should make every effort to determine what thin ntti+nrlo 
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is: Are assortments of merchandise wide or limited? Are 
deliveries reliable or unreliable? Is the personal service of 
salespeople considerate or careless? Are the displays attractive 
or unattractive? Is the advertising helpful or insincere? These 
questions and similar ones can be answered by a survey of cus- 
tomer opinion. 

Many different methods may be used for requesting or inviting 
information or suggestions from customers. For the small store 
with a very limited trading area, it may be a comparatively 
simple matter to determine the likes and dislikes of most of the 
customers. However, in a large store with a wide trading area 
and thousands of customers, it would be a difficult and expensive 
task to contact all the customers.^ The work can bo reduced 
and satisfactory results obtamed if representative parts of the 
trade territory or representative groups of the customers are 
studied, instead of attempting to reach all the customers ® 

A brickbat-throwing contest was the unique means utilized by 
a large retail organization to find out what their customers did not 
like about their two major department stores. The stores asked 
their customers to write frank, honest letters pointing out what 
they regarded as the weak features of the management and 
merchandising policies of the store. Awards were offered for the 
best letters. 

A store in Richmond, Virginia, asked its customers to vote on 
shoe fashions. The event was advertised with the frank state- 
ment that the store wanted the customers’ composite opinion on 
the models that should be carried. Balloting continued for 
a week on some 50 models which were displayed together for 
comparison in the shoe department of the store The customers 
signed their ballots and gave their addresses, thus providing a 
list of interested patrons. 

Customer Advisory Committees. — A. recent means used by the 
store to determine customer needs and reactions to store pohcies 
is the customer advisory committee. Such a committee is 
made up of a number of representative customers of the store. 

^ The questions involved in sampling and market-analysis work in general 
cannot be discussed at this point (sec specialized works on market analysis). 

2 An interesting market analysis as conducted by a newspaper is given m 
“Survey Etches Sharp Picture of St. Louis Buying Habits,” Women's Wear 
Datly, Peb. 18, 1941, p. 36. 
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As a rule, the store tries to have the members represent the 
various income groups, age levels, and occupational groups to 
which the stoi-e caters. There are three types of these commit- 
tees (1) those which advise individual departments in the store, 
(2) those which advise the entire store, and (3) those which 
advise a group of stores in a community. 

Usually, the meetings of these committees with the store’s 
executives are informal, often at a free monthly luncheon given 
by the store. Various buyers, the merchandise manager, and 
the fashion director will meet with the committee. At times, 
other store executives will attend if the subject being discussed 
touches their fields As a result of such a discussion, the store 
hopes to get the viewpoint of the customer This should lead 
to the store’s buying meichandise better suited to customer 
demand and should result in services better suited to customer 
desires. Moat stores feel that such committees create con- 
siderable good will for the store 
Fashiomst. — Some large stores have a specialist who acts as an 
adviser to the merchandising and advertising divisions on style 
and fashion problems in the various lines of goods sold by the 
store ^ The fashionist studies and forecasts fashion movements, 
informs the merchandise manager, buyers, and publicity director 
of these changes, advises and assists in the buying of fashion 
merchandise, assists in the sales promotion of the goods, and helps 
with training work dealing with fashion instruction. She 
also coordinates the styles offered as fashions in the various 
departments. 

In the small store’ the store buyer or merchant must be 
responsible for determimng customer style preferences and 
changes in these preferences Although he is at a disadvantage 
as compared with the fashionist in studymg styles and their 
degree of public acceptance, in that he is not a speciahst in that 
particular Ime of work, he may have some real advantages as 

^ Donnbli,, Rbna R , "Customer Advisory Committees in Retail Stores,” 
Journal of Marketing, October, 1940, p. 71 

® A style refers to the oharactenetics of a product that make it difierent 
from similai products The accepted style at any given time is a fashion 
’ Naturally, in some stores, for example, grocery stores, the style and 
fashion elements are not important factors, at least not as compared with 
clothing stores. 
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compared with the specialist in the large store. The merchant 
or buyer of a small store frequently has a much more personal 
knowledge of the hkes and dislikes of his customers, and he 
may have a much more complete picture of the store activities 
as a whole and the way in which style and fashion activities fit 
into the whole program. 

A style usually is accepted at first by a small group of people 
In tills early development the appeal to the consumer is primarily 
the idea of distinctiveness. Gradually, other people follow these 
style leaders until the particular style is sold on a wide scale and 
is termed a “fashion ” Then the style is copied in lower priced 
mateiials, and pi’ice becomes relatively important. The style 
is no longer desirable to the middle and upper classes of trade, and 
they turn to some other style. On the basis of consumer-buying 
motives, Professor Melvin Copeland calls these thiee periods 
of the fashion cycle (1) the “distinctiveness” penod, (2) the 
“emulation” period, and (3) the “economic emulation” period 

The merchant has a twofold problem: (1) He must determine 
the extent to which a particular style has developed in popular 
acceptance. (2) He must get into and out of the merchandising 
of the product at the proper time. Naturally, these two prob- 
lems are closely related. Certain types of styles or styles in 
certain lines of products will pass through the fasliion cycle 
much more rapidly than others The merchant should get 
information from as many sources as possible to help him in 
judging the rapidity with which a fashion is increasing or decreas- 
ing in importance. If he can determine with a fair degree of 
accuracy the extent to which a style has developed as fashion, his 
second problem is simplified. He should merchandise a par- 
ticular style while it is in the stage suited to his type of trade. 
For example, a specialty dress shop would handle a particular 
style of dress primarily during the distinctiveness stage and 
probably during part of the emulation stage. However, as 
the style becomes widely copied and is produced in poorer 
materials at lower prices, it becomes undesirable for sale in that 
shop. To continue to sell it would mean excessive markdowns, 
loss of prestige, and, in many cases, numerous complaints from 
customers 

Other Sources of Information on Customer Demand.—In 
addition to the methods that have been discussed by which the 
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buyer or merchant can determine and follow customer demand, 
several other ways are practical and desirable in many cases 

The buyer should spend some time on the selling floor helping 
in the sale of goods and hearing the customers’ comments; this 
helps him in understanding customer demand. He should make 
it his duty to see that as nearly as possible every customer buys, 
to see that the customer gets what she desires, to find out in the 
case of a lost sale the reason why she did not buy, in short, he 
should get at first hand any information that will help him to 
buy and keep in stock all the articles required to meet every 
reasonable demand of his customers. Many buyers would 
obtain more favorable results for their departments if they turned 
over more of their buying activities to assistants and then spent 
this available time on the selling floor ivith the purpose of dis- 
covering how the customers could be best served. 

The salespeople in a store constitute a valuable source of 
information on customers that is frequently overlooked by the 
buyers or other store executives. In this connection, Kenneth 
Dameron* says, 

. . . An alert salesperson knows her customer's specific want at a 
given time; she knows the customer’s attitude if her want is not satis- 
fied, she usually finds out in the course of a sale her customer’s reaction 
toward the store as a whole, what department she hkes, which she does 
not hke, and if she is a regular customer. She knows what store. the 
customer prefers, if she object to yours, and she invariably knows why 
the customer prefers the other store. Most of this valuable information 
is wasted. The salespeison may laughingly relate parts of it to her 
oo-WQi’kers or she may wonder why the store is so deficient in some 
things, but she has no channel of communication to the executive 
division. 

Some buyers and merchants have conferences with their sales- 
people, or have worked out some other plan by which use may be 
made of the ideas gained from selling the goods to the customers 
of the store. 

A merchant can obtain much information from following 
national advertising. This shows new products which are being 
offered to the public and the appeals liy which the advertisers 

'■Dambbon, Kenneth, “The Sales Force — Merchandise Counsellors 
Extraordinary,” Retail Ledger, December. 1932. n. 9 
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are attempting to sell the products. Watching the adver- 
tisements of leading stores throughout the country is also 
helpful. 

Trade journals are another source of information on customer 
demand. Each merchant should read at least one good trade 
journal in his particular field. Frequently, the salesmen of 
wholesaling or manufacturmg concerns can give the merchant 
many valuable suggestions as to new developments in his line of 
goods. The value of this information should be judged on the 
basis of the merchant’s judgment of the common sense and relia- 
bility of the salesmen Among other sources that might be 
mentioned are daily newspapers, resident buying organizations, 
and contacts with other buyers or merchants 

Trading Up. — Though stores pnmarily try to interpret cus- 
tomer demand, many of them at the same time try to guide it. 
The attempt on the part of retailers, particularly those selling 
ready-to-wear, to feature and sell goods of higher price and better 
quality is called trading up. The stores attempt to teach the 
customer to think more of quality and less of price. 

The tendency on the part of most stores during the past 
depression was to emphasize price. This price competition and 
price advertising led to trading down and to a lowering of quality 
that filled the stores with a flood of cheap, shoddy merchandise. 
Great emphasis was placed on “sales” and “bargains.” The 
trend now seems to be back to better quality merchandise 
again. 

In trading up, the buyer or merchant should buy and carry 
in his store merchandise that has real beauty and value. Often, 
this trading up must be a gradual process. The customers must 
be taught the difference between immediate and long-run econ- 
omy; then they can see a reason for buying better quahty mer- 
chandise. As a store convinces the public of the desirability 
of its merchandise, it wiU find the price element becoming 
less important. 

Likewise, many people have to be taught the importance of 
style. The salespeople must be trained to suggest and show 
style to customers and to help them choose widely.^ This means 

' A large department store in New York has a sales staff of fashion experts 
m several departments. Their work is (1) to instruct salespeople in style, 
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showing qualities of goods as well as helping the customer to 
pick out appropriate styles. As the customer’s attention is 
gradually shifted from price to quality, style, and lasting satis- 
faction, there is built up good will and a steadier clientele, as 
well as greater profits for the store, 

(2) to help them to close sales m transactions dependent upon fashion 
authonty, and (3) to take part in oidmary sellmg 

These fashion experts are m the departments at all times working as 
salespeople. When a customer cannot be sold without style information, 
the salesperson introduces the fashion adviser, who completes the sale. 



CHAPTER Vm 
BUYING 

PKEPAEING TO PLACE THE ORDER 

Importance of Retail Buying. — “Goods well bought are half 
sold” is an often-stated axiom in retailing. In other words, the 
more customer demand has been anticipated in the buying, the 
more readily the goods will sell. Thus the success of the selling 
activities of a retail store is greatly affected by the ability exer- 
cised in the buying of the merchandise. The buyer must remem- 
ber that the merchandise is bought for resale and that it cannot 
be sold unless it meets the needs and desires of consumers and 
is made available to them at prices they are able and willing to 
pay. 

Attention has already been given to the basic importance of the 
modern customer in the merchandising program of the retailer.’ 
The changes in the present-day customer and her method of pur- 
chasing, as compared with the customer of 25 years ago, have 
greatly increased the responsibility of the buyer and have made 
his work more exacting. Formerly the customer was almost 
entirely dependent upon the retailer for new ideas and new mer- 
chandise, and she purchased to best advantage from what was 
offered. The present-day customer gets new ideas currently 
from many sources, such as travel, radio, motion pictures, news- 
papers, and fashion magazines and is insistent in her demand for 
the merchandise that she thinks to be m fashion. Standing as 
he does at the point where producer and consumer meet, the 
buyer assumes great responsibility in the marketing system. It 
is through him that consumer demand is, or should be, inter- 
preted and transmitted to the manufacturer and that many new 
merchandise items and ideas reach the consumer. 

Another characteristic of the modern customer’s method of 
purchasing that makes the buyer’s task more exacting is ha: 
tendency to shop around from store to store for the purpose of 
comparing prices, assortments, and quality. This practice, 

‘ See Chapter VII, p. 100. 
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together with the privilege of returning merchandise for credit 
or exchange, has tended to standardize somewhat the whole 
retail price and service level Thus, it has become very difficult 
for the buyer to cover up a poor purchase, for the consumer in. 
many instances can and does compare the goods offered with 
the meichandise of competitors. With further growth of the 
“consumer movement it is likely that the consumer will 
become even more selective and more exacting in her demands 
so that to an even greater extent the success of a store will be 
based upon the buyer’s ability to select the new merchandise to 
suit the store’s particular clientele and to detect and dispose of 
the old merchandise with minimum loss. 

Place of the Buyer in the Store. — ^In the small independent 
store the buying ordinarily is done entirely by the owner. If the 
store is large enough to require several salespeople, the owner 
may simply supervise the bu}dng and delegate much of the buying 
activity to the head salesperson. However, even in stores with 
annual sales ranging up to 11,000,000 or more, it is not uncom- 
mon to find the chief owner or owners actively engaged in the 
bu 3 ang of certain hnes of merchandise. 

In department stores, as has been pointed out in the discussion 
of store organization, 2 the buying, as well as other merchandising 
operations, is carried on by departments. Ordinarily the buyer 
for a particular department is also responsible for the selling and 
other activities of the department; thus, he is in reality a 
department manager. Although in very large stores each buyer 
may buy for only one department, it is quite common for a buyer 
to purchase goods for a number of departments. 

In the chain-store system the buying and selling functions are 
ordinarily separated. The buying is usually done at the central 
office by buyers who specialize in particular lines of goods, and 
the managers of the stores devote their time primarily to the 
selling function. The buying arrangements vary considerably 
in different chain organizations with regard to the latitude given 
to the store managers in the selection of goods.® 

1 See Chap. VII. 

® See Chapter VI, p. 90 

® For a discussion of the vaiioua types of central buying, see Noras A. 
Brisco and John W. Wingate, Buytng for Betail Stores, pp. 306r310, Pren' 
tice-Hall, Ino., 1037. 
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Fundamental Buying Considerations. — The buying activities, 
in common -with other store functions, must be carried out in 
conformity with store policies if the entire operation is to produce 
satisfactory results. A store policy is a clearly defined course of 
action or procedure adopted and followed by a store. It differs 
from a store principle wliich is a fundamental standard or rule of 
action based upon permanent considerations and from which 
the store should not deviate For example, honest treatment 
of customers should be considered a store principle, whereas the 
selling for cash only, rather than on credit, is a store policy. 
Store policies may be changed from time to time as conditions 
seem to warrant; however, in carrying out the store policies, the 
underlying principles of the store should be followed without 
deviation. 

It is highly important that the buyer of a particular line of 
merchandise carry out his buying and other activities with the 
idea not only of securing a satisfactory profit on that merchandise, 
but also of contributing to the general prestige and profit of the 
store as a whole. Thus, it is essential not only that the buyer 
know store policies, particularly in so far as they affect buying 
activities, but that he follow them in making his buying plans 
and in carrying out the actual purchase. For example, if a 
store has the merchandising policy of handling regular, complete 
assortments of high-quality merchandise, the purchase of job-lot^ 
merchandise by the buyer may be detrimental to the store’s 
prestige Many other examples could be given to show that 
not only the question of what to buy, but also other buying ques- 
tions, such as when to buy and where to buy, can be properly 
answered only after considering store policies. A few of the 
fundamental decisions as to store policies, particularly as they 
affect the buying of goods, will be discussed in the following 
paragraphs 

1. Decision as to Type of Clientele to Serve . — If a store is to act 
effectively as one of the purchasing agents for the consumers in 
its community, it must determine the chentele that it wishes to 
serve and buy accordingly. In a small town a store may eater 
to the whole community, attempting to meet the wants of all 

job lot is a miscellaneous assortment of sizes, styles, quahties, and 
quantities of merchandise offered by the vendor at a out price. For a further 
discussion, see p. 168 . 
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different classes. In a larger community, stores tend to cater to 
certain classes of trade. Some will cater to the high-class trade 
which can pay high prices for the best merchandise. Others 
appeal to the middle classes and still others to those who want 
cheap merchandise. Relatively few stores can sell successfully 
to all classes of trade Thus the store must determine its place 
in the community with respect to the diffcient classes of cus- 
tomer. This decision serves as a definite guide to the buyer, 
provided that he familiarizes himself with the desires and require- 
ments of the general class of customer at which the store is 
directing its efforts 

2. Decision Regarding Types of Merchandise to Carry — ^The 
buyer’s selection of particular items of merchandise must be in 
harmony with the basic store decision as to types of mcichandise 
to handle. Is the merchandising policy of the store one of 
stressing regular, complete assortments of high-quality merchan- 
dise or of promoting primarily special purchases that involve 
wide variations in assortments, such as job lots? Or does the 
store wish to handle medium- or lower priced goods, but on a 
regular assortment basis? Clearly the decision as to type of 
merchandise to be carried is closely related to the store’s policy 
as to type of clientele to serve. 

3. Place of the Store and Its Merchandise in the Fashion Cycle . — 
As has previously been pointed out, the term fashion cycle refers 
to the wavelike movement in the degree of public acceptance 
of a style ^ During the various phases of the growth, culmina- 
tion, and decline of a style in public favor, there are marked 
differences in the buying motives that prompt customers to 
buy the style and in the classes of trade to which it can be sold; 
thus a store cannot sell successfully during all the stages of the 
fashion cycle. The store must decide its place in the fashion 
cycle, and then the buyer must make his buying and other 
merchandising plans accordingly. For example, in a high-grade 
specialty shop operating in the early stage of the fashion cycle, 
the buyer will keep new merchandise constantly coming in, 
and the individuality and exclusiveness of the styles will be 
important factors in his selection of the merchandise. On the 
other hand, a medium-grade specialty store or a high-grade 
department store would ordinarily be operating in the “popular- 

1 See Chapter VII, p. 120, for a more detailed treatment of the fashion cycle 
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ity" stage of the fashion cycle, thus the buyer would purchase 
complete stocks of the styles that had proved widely acceptable 
to the public, in other words, the fashions. 

4. Pnce-hmng Pohcy of the Store. — Pnee hning refers to the 
practice of deliberately limiting the number of prices at which a 
particular line of merchandise is offered for sale. The store 
determines the prices which are most popular with its customers 
and establishes these as the price lines at which the merchandise 
will be priced when purchased and placed in stock. Ordinarily, 
when a line of goods is offered at a wide number of prices, an 
analysis of sales will indicate that a relatively small number of 
the prices account for the bulk of the sales As an example 
of the need for price lining, a shoe .store might be offering its 
line of men’s dress oxfords at a dozen or more prices, ranging 
from a low of around $5 to a high of ®10 or $11 Obviously the 
spread between the prices would be small and would represent 
little difference in quality In place of this situation the store 
might find that its shoes could be grouped into the following 
small number of price lines: $5 95, $6.50, $7.75, and $9.75.* 

One of the great advantages of price lining is its tendency to 
make purchasing easier for the customer. A large number of 
prices make for confusion on the part of the prospective pur- 
chaser. For example, if a store carries in lower priced shirts 
some at $1.25, others at $1 35, and others at $1.45, this will be 
confusing to customers The natural question is, “What is 
the reason for these small differences in price?’’ Questions of 
that type make it difficult for the cu.stomer to reach a final and 
favorable decision on the prospective purchase. Thus the 
establishment of a limited number of properly spaced price lines 
makes it easier for the customer to purchase, which decreases 
the selling cost for the store and tends to build good will on the 
part of the customer 

In addition, price lining frequently makes it possible to reduce 
the total stock in a particular hne of merchandise and yet 
offer better selections at each of the restricted number of prices 
at which the item is sold. The elimination of those prices at 
which relatively few sales were made helps to improve the rate 

* Detailed discussions of the methods and procedure for setting up price 
lines are given in a number of books on retailing • See John W. Wingate and 
Norris A. Brisco, Elemevis of Retail Merchandising, pp. 339-347, Prentice- 
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of stock turnover It also tends to reduce markdowns, for goods 
marked at unpopular prices frequently can be sold only after 
being reduced to a popular selling price. The reduction in 
number of prices at which an item is handled also simplifies the 
work of stock control. 

Some stores concentrate their offerings of many of their 
merchandise lines at three price levels. ^ Experience has shown 
them that sales center around low-, medium-, and high-priced 
items. These price lines differ for different classes of store. 
What would be considered high-priced suits in a cheaper store 
would be considered medium-priced in another store and low- 
priced in still another store In a ccitam store, more suits may 
be sold at 130, $45, and $65 than at any other prices. So the 
store will carry full lines of suits at these prices. It may carry 
a few suits at other prices but not complete assortments A few 
higher priced suits may be carried for the prestige value. By 
stocking heavily only on those price lines that experience has 
shown to be profitable, the store can carry full assortments in 
these lines that are in demand and yet cut down the size of the 
inventory and speed up turnover. 

If a store has a policy of well-defined price Imes in many of its 
merchandise items, these price lines constitute a fundamental 
consideration in the purchasing of goods for resale in the store. 
Essentially the buyer buys backward from a selling price, 
rather than purcha.sing the merchandise and then figuring at 
what price it shall be maiked His problem is one of finding 
merchandise suitable for sale at the predetermined retail price 
and that can be bought at a cost price allowing him a satisfactory 
markup. 


Hall, Ino., 193S, Harold A Baker, Principles of Retail Merchandising, pp. 
163-170, MoGraw-Hill Book Company, Inc , 1939; also, The Buyer’s Manual, 
pp 91-93, 98-116, Merchandismg Division of the National Eet^ Dry Goods 
Association, 1937. 

^ In some instances the price structure of a department or store may be 
built in terms of price zones rather than price lines. Thus a merchandise 
Ime would be marked at prices withm a particular zone or range, designed 
to appeal to customers of a particular income class. For example, m a 
rug department instead of having five or some other limited number of 
clearly established price lines for rugs of a particular type, the rugs might be 
priced at various prices within the three price zones of $29 60 to $45.00, 
$49.50 to $65, and $70 and over 
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5. Other Store Policies Affecting Buying . — Many other examples 
might be given of store poheies that the buyer must consider in 
carrying out his part of the entire store operation. For example, 
the store policies as to stock turnover and the control of slow- 
selling merchandise, merchandise planning and control, and 
relations with vendors^ would all affect the activities and proce- 
dures of the buying orgamzation of the store. 

WHAT TO BUY 

Importance of Consumer Demand. — Successful bu3dng by 
retailers is based on supplying consumer demand that either 
exists or can, with reasonable effort, be made to exist. Thus 
the determination of what to buy is essentially a matter of 
careful analysis of customer demand. To be successful a 
merchant must carry the merchandise that his piospective 
customers want and expect to find in his store, therefore, he 
must find ways of finding out what these desires are and then 
must use this information as the basis of his buying. 

The general problems confronting the retailer in his determina- 
tion of consumer demand and the ways or devices by which he 
may attempt to answer these problems have been discussed in 
detail in Chap. VII; thus, no further discussion of customer 
demand will be given in this chapter except in so far as certain 
aspects of customer demand must be treated in connection with 
the discussion of specific buying activities. However, it must be 
kept in mind that not only what to buy, but other leading 
buying questions, such as when to buy and where to buy, must be 
answered squarely from the standpoint of the customer. If 
the buyer is not thoroughly familiar with the store’s type of 
trade and the wants, tastes, and interests of these customers, no 
amount of merchandise knowledge, skill in bargaining, or other 
specialized knowledge or ability will enable him to buy goods that 
can be sold profitably. 

Planned Stocks and Assortments. — ^If the analysis of customer 
demand is to provide an effective basis for buying, it must lead 
to the determmation of the proper stocks for the various items 
carried. In other words, before a merchant can buy properly, 

‘ Store policies with regard to vendor relations deal with sueh matters 
as return of merchandise, cancellation, of orders, exclusive agency arrange- 
ments, and the taking of cash discounts after due date. 
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he must know the specific articles that should be carried and the 
necessary quantities for each. The planned assortment of 
merchandise that would constitute both the proper items and 
the coirect amounts may be prepared m various forms. In the 
case of staple merchandise, this frequently consists of a “basic- 
stock,” or “checking,” list which hsts the specific items to be 
stocked together with quantities for each ^ Chain-store organ- 
izations ordinarily use basic-stock lists in their stores. In some 
lines of merchandise, certain wholesalers now furnish to the 
retailers buying fiom them a checking list that indicates the 
items the stores should stock These lists ordinarily indicate 
also the prices that would be m hne with the prices of the chain 
stores The retailer in some lines of goods also may receive aid 
in the planning of his stock assortment from the manufacturers 
of the products. For example, a shoe manufacturer might 
furnish information as to the proper assortment of sizes, styles, 
and colors, to a retailer handling that particular Ime of shoes. 

After the retailer has determined the articles that should be 
stocked and the amounts required to provide reasonable assort- 
ments, he has largely answered the question of what to buy. 
Through his inspection of the stock on hand or by the use of 
stock-contiol systems, he determines at various times the items 
and amounts that should be ordered to maintain these stocks. 
As consumer demand changes or as evidence arises that he has 
improperly interpreted that demand, the retailer must adjust his 
stock plans and the buying based upon them. 

WHEN TO Bxry 

Buying Calendar. — Some buyers systematically outline their 
coming promotional activities as a basis for determming when 
goods should be purchased. All buyers have such a plan in mind 
in a general way; however, if this is put down in black and white, 
the buyer is more likely to do his buying at the proper time. A 
buying calendar outlmes the time when the buyer should 
begin buying fox a particular season or showing, when this 
showing should open, when the selling peak would normally be 
reached, and when the season or showing should close. 

1 For a detailed discussion of model stocks and buying plans for both 
staple and fashion goods, see Norris A Bnsco and John W. Wmgate, Buying 
for Retail Stores Chan 7 Prentice-Hall Inc 1937. 
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Ordinarily the buying calendar also should provide for timing 
of the buying for the many special events or periods such as 
St. Valentine’s Day, Washington’s Birthday, Easter, HaUoween, 
Thanksgiving, graduation time, June weddmgs, vacation period, 
and the opening of school Each of these may call for special 
buying, which must be done in time to have the goods on display 
when the customers will be wanting such items. 

Buying Staple Merchandise. — When buying staple goods, a 
merchant may buy in fauly regular amounts throughout the year 
or season It is essential that these staple items be purchased 
according to some routine or planned method that will insure a 
satisfactory stock at all normal selling times for these articles. 
It IS to the retailer’s advantage for customers to learn to rely on 
his store for their common needs. He cannot build up the 
assurance on their part that these needs can be filled at any time 
if he frequently is caught out of stock on staple items. With 
respect to coitain staple items, it may be desirable for the 
raei chant to set maximum and minimum stocks as a basis for 
preventmg “outs” and at the same time avoiding larger stocks 
than are necessary ^ 

In many instances the frequency with which orders are placed 
for staple merchandise will be largely dependent upon the method 
of placing the ordei For example, in an independent food store, 
the bulk of the purchases of canned and packaged foods probably 
will be made through the traveling salesmen of the wholesalers 
from whom the merchant buys. Thus the calling schedule of 
these salesmen may determine the frequency of order for many 
items ® In any store the particular intervals at which merchan- 
dise is purchased are greatly affected by the store’s general policy 
regarding buying for current needs as against buying for future 
needs This issue is discussed at length at a later point in this 
chapter in the treatment of Hand-to-mouth Buying. 

Buying Fashion Goods. — ^The buying of merchandise with a 
fashion element presents a much more difficult problem than 
the buying of staple lines. A style may develop rapidly in 

The control of stocks m terms of physical units is discussed in detail m 
Chap. Xni. 

® Obviously, these orders may occasionally be supplemented by mail 
orders 
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popular acceptance, become very popular, and then decline in 
popularity even more rapidly than it developed. The buyer 
must purchase soon enough to get his share of the demand for a 
style but must stop purchasing the merchandise in time to 
prevent a large leftover amount which would mean a large loss.^ 
Other styles are introduced but never "take” or become popular; 
this fact, also, necessitates extreme care in purchasing. 

At the beginning of a season a buyer will usually "sample” 
his fashion merchandise. This means that he will make small 
purchases at first of the styles that appear likely to become the 
fashions for the coming season. If these early purchases are 
accepted by his trade, he then can order of them more heavily 
for the real selling season. However, even then he cannot buy 
for any length of time ahead, for a style may change somewhat 
even while the style in general remains in fashion. Fashion mer- 
chandising involves continual effort and observation to see that 
there is enough stock on hand to meet customer demand and at 
the same time not so much that the store will be caught with 
unsalable merchandise. 

If a buyer buys too heavily at the beginning of the season, he 
has his money tied up in slow-moving merchandise and has used 
up most of his buying allotment; this makes it difficult or impos- 
sible for him to make adjustments for a delayed season or for 
changes in fashions. 

As a season advances, the buyer must become more cautious In 
the purchase of fashion merchandise. During the first part of a 
season, customers are willing to pay a comparatively high price 
for fashion merchandise, for fashion is tho thing uppermost in 
their minds. Those customers who wait until the last half of the 
season to purchase are influenced primarily by price considera- 
tions. If the buyer has too much of the merchandise on hand 
after the height of the season, the markdowns necessary to move 
the goods may more than balance his substantial profits of the 
first part of the season. As a result, when a season has just 
passed its height or a fashion has just started to wane, a buyer 

1 As pointed out earlier in the discussion of Fundamental Buying Con- 
siderations, the times at which a retailer should get into and out of the 
merchandising of a fashion article depend basically upon the store policy as 
to the place of the store and its merchandise in the fashion cycle 
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may cease to buy altogether, although his sales are heavy. A few 
retail sales may be lost that way, but the volume of markdowns is 
reduced considerably. 

A buyer often tries to have a few new things coming into the 
store continually, even though it may be near the end of the 
season. This is done so that the customers will feel that when- 
ever they come into the store it will have something new or 
different to offer them; thus the store will exert a steady pull on 
its trade. 


HAND-TO-MOUTH BUYING 

Definition. — Buying for immediate needs only, rather than 
stocking up for a considerable period of time, is called hand-to- 
mouth buying. This is not haphazard or unplanned buying, as 
might be inf ei red from the meaning that has been given to the 
phrase “hand-to-mouth” in other connections, but simply the 
practice of buying goods for current needs rather than for future 
expectations Thus, it involves buying in smaller quantities 
and placing orders moie frequently. 

Conditions That Make Hand-to-mouth Buying Possible. — It 
has become possible for retailers to buy small amounts frequently, 
rather than larger amounts with long intervals between orders, 
largely because of the many improvements in the transportation 
and communication facilities of this country. These changes 
have enabled the merchant to purchase less far ahead and to 
demand quicker delivery on his orders. The retailers’ orders 
reach the manufacturers and wholesalers quickly by air mail, 
telephone, or telegram; and the vendors put the orders through 
promptly. Eailroads provide fast freight service; truck lines 
offer a similar service over naiTOwer districts; and air express is 
of increasing importance, particularly in the shipment of fashion 
merchandise. As a result of these improvements in the physical 
handling of orders and shipments, a merchant can do business 
with a smaller stock, knowing that the stock can be replenished 
quickly 

Reasons for Hand-to-mouth Buying. — ^Although the practice 
of hand-to-mouth buying is relatively old in American business, 
its widespread use is ordinarily thought of as dating from about 
1920. The downward trend of prices during 1920 and 1921 had a 
powerful influence in causing stores to buy for their immediate 
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needs only. Many were caught with heavy inventories of high- 
priced merchandise which had to be cleared out at a big loss. 
The memory of this has been one of the factors causing stores to 
buy more cautiously since that time. 

An important reason for hand-to-mouth buying of many prod- 
ucts is the rapidity of change in the degree of public acceptance 
of particular styles. It is not safe to load up for any period of 
time with merchandise with a fashion element, and many 
articles that formerly were staples now have certain fashion 
characteristics.^ 

The desire for a high turnover is another motive. If he can 
avoid maintaining unnecessarily large stocks, the merchant can 
turn his stock over more quickly and so get a higher percentage 
of profit on his investment during a particular period. He is 
urged on all sides to do this, by his bankers, by vendors from 
whom he buys, and by his own conventions and associations. 

In addition to the advantage of more efficient use of capital 
through hand-to-mouth buying, the merchant benefits by a 
constant flow of new goods, which stimulates business as a result 
of up-to-date styles and reduces the amount of markdowns 
Buying for current needs also ehminates the risks that are 
inherent in commitments for future needs. 

Disadvantages of Hand-to-mouth Buying. — From the view- 
point of the retail store, there are two great disadvantages to 
hand-to-mouth buying. There is the danger that the store will 
not keep an adequate stock. In its effort to do business on as 
small a stock as possible, it may carry the idea too far and fre- 
quently be out of merchandise that the customer wants. On 
many items the consumer purchases are not steady. For several 
days, there may be no sales; then, on the next, there may be a 
number of calls for an item. This makes it easy for a store to 
exhaust its stock of an article before it is realized that the stock 
of that item is low. An unduly small stock does not display well 
and thus is not an incentive for customers to purchase. Pur- 
chases should be made in sufficient quantities so that the stock of 

1 A fashion is a popularly accepted style. The style of an article (that is, 
the physical featuies that distinguish it from other merchandise of the same 
typo) that has been in stock for a considerable period may be perfectly usable 
physically and the article not sell because the public no longer accepts the 
style as the fashion. 
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a ^ven item will normally last until it can be reordered and so 
that it will make an attractive display 

The other disadvantage is that of increased cost of buying By 
buying in small quantities the stoie sacrifices the lower price that 
would come with quantity purchases ^ Buying smaller amounts 
frequently rather than larger amounts less frequently increases 
the transportation costs and many of the costs involved in 
ordering and receiving the goods in the store. 

Effect of Price Level upon the Purchasing Policy. — Changes 
in the general price level exercise an important effect on the policy 
of retailers as to the amount of advance buying. As already 
pointed out, the rapid spread in the 1920’s of the practice of 
hand-to-mouth buying was largely a result of the drop in the 
pnee level immediately following the 1919 to 1920 boom. On 
the other hand, a period of rising prices tends to reduce hand-to- 
mouth buying. This is particularly true if, as under the national 
defense program, it is difficult for retailers in certain lines to get 
merchandise Under such circumstances of rising prices and 
possible shortages of merchandise the natural tendency of the 
retailer is to place ordcis further in advance and to contract for 
larger quantities than are necessary to meet his normal stock 
needs. On such a market, the retailer as a merchandiser should 
plan his buying to protect his competitive position so that he can 
obtain a satisfactory merchandising profit; if he buys primarily 
with the idea of obtaining a speculative profit from the antici- 
pated price increase, he is essentially a speculator in commodities 
rather than a merchant. Obviously, however, the line between 
speculative bujang and advance buying that represents simply 
the exercise of intelligent merchandising foresight is not easy to 
draw. 


WHERE TO BUY 

Sources of Supply. — ^As an important part of his preparation 
for buying, the retailer must choose the most suitable sources of 
supply for the different lines of merchandise. The available 
sources may be classified broadly as: (1) manufacturers or 
growers; (2) middlemen operating between the producers and 

1 There is piobably greater danger, however, of a store loaning too far in 
the opposite direction and overloading to get a quantity price 
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the retailers. Thus the decision of the retailer regarding source 
of supply first involves a choice of type or class of source. 

The retailer’s decision as to whether to buy from producers 
or from wholesalers should be made after a consideration of such 
factors as the nature of the merchandise, the amount of goods 
purchased, the location of the store, the marketing policies of 
producers, the number of local wholesalers and the character 
of their service, and the general buying policies of the store In 
the case of much fashion merchandise the buyer may prefer 
buying directly from manufacturers in order to keep close con- 
tact with ’the market and to secure prompt delivery of new 
styles. The sales volume of a store and particularly the size of 
orders for given lines of merchandise may determine the prac- 
ticability of purchasing directly from producers. Many retailers 
pui chase all or many articles in such small amounts that buying 
from wholesalers is the only method open to them. One store 
may be located in a large market center and thus find direct 
contact with producers practical in many cases; another store in 
a rural area may find it necessary to buy entirely through whole- 
salers. The number and general character of service of the 
wholesalers available to a retailer also affect his choice of source. 
If the wholesalers are providing him with dependable dehveries 
of merchandise and satisfactorily extending credit aid and other 
services, there may be little incentive on the part of the retailer 
to buy directly. 

The retailer’s choice of producer or wholesaler as a source also 
depends partly upon the producer’s choice of marketing channels 
for his product. For example, the manufacturer of a con- 
venience good needs wide distribution for his product among 
retail stores and ordinarily finds it more economical to get this 
wide distribution by selling through wholesalers. On the other 
hand, the producer of a specialty good needs relatively few retail 
outlets, but it is highly desirable that the merchandising and 
service policies and methods of these stores be in keeping with the 
standards that the manufacturer has set up for his product. 
Consequently the producer attempts to deal directly with the 
retailer, frequently on an exclusive agency basis. The general 
buying policies of a store also affect the choice of type of resource. 
For example, a policy of extreme hand-to-mouth buying, involv- 
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ing as it does frequent small orders, may require that the pur- 
chasing be done largely from wholesalers. 

Many retail stores purchase both directly from producers and 
through wholesalers. Even in the large-volume store that is 
purchasing most of its merchandise directly, it is frequently 
desirable to place “fill-in” or emergency or other special orders 
with wholesalers. On the other hand, many small retailers who 
buy the bulk of their products from wholesalers often purchase 
certain articles from growers or manufacturers, particularly 
local ones. 

Selection of Specific Resources. — ^The second problem con- 
fronting the merchant in connection with determining where to 
buy is the selection of specific resources horn the many firms 
ordinarily competing for the retailc)’’s orders. In evaluating 
the various possible resources the retailer should consider 
primarily the suitability and dependability of the merchandise, 
the reasonableness of prices and terms, and the adequacy of 
delivery 

The suitability of the merchandise to the store’s clientele is of 
basic importance in the choice of a resource. Successful buying 
requires the selection of resources whose meichandise meets the 
quality, style, assortment, and other standards as determined 
by an analysis of customer demand. If the merchandise is sold 
under a brand name, how well established is the brand? Does it 
have prestige that will help to make the article attractive to the 
store’s customers? If the goods are fashion merchandise, what 
are the reputations of the various vendors as to fashion leader- 
ship? The buyer must also consider the reliability of the vendors 
as to the quality of tho merchandise offered. Can they be 
trusted to adhere to specifications and to maintain the quality 
standards of the merchandise? Such questions as these must be 
considered by the buyer in determining which vendors are 
possible sources of the “right” merchandise. 

A second major consideration in choosing specific resources is 
the prices and terms at which the goods are offered. Price 
is significant only in relation -Ri a particular quality, thus, it is 
essential that the retailer be sure as to the suitability of the 
goods before he judges tho price offer. Goods that are not in 
keeping with the demands of the customers of the store are not a 
“ good buy ” at any price. Assuming that the retailer i,s satisfied 
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as to the quality and dependability of a line of merchandise, he 
must then determine whether the goods can be purchased at a 
satisfactory price. A satisfactory price is one that wUl permit the 
retailer to offer the merchandise to his consumers at a competitive 
price and still get a satisfactory markup. The terms of sale 
must be considered as an essential part of the price offer. For 
example, the obtaining of a more favorable discount amounts to 
the obtaining of a lower price 

The third important consideration in evaluating resources is 
the adequacy and dependabihty of the delivery service The 
prompt and dependable delivery of goods is essential to the 
success of the merchandising of that merchandise by the store 
Regardless of how suitable the merchandise and how favorable 
the price, it cannot be sold successfully if it is not received at the 
time needed and m the quantities and assortments desired. 
Consequently, it is important that the retailer consider such 
questions regarding the vendors as Are they able to supply 
quantities up to the maximum that may be needed, or aic they 
willing to deliver in the mimmum quantities desired? How 
quickly can deliveries be obtained from the different vendors? 
Which vendors can be depended upon to give regular deliveries 
in accordance with specifications in the buyer’s orders? 

In addition to the basic factors of merchandise suitability, price 
and terms, and delivery, the retailer frequently gives attention to 
certain other considerations. For example, what is the past 
record or reputation of a vendor as to fairness in dealing with 
complaints? Or what dealer helps, such as advertising or display 
material, are offered by the various vendors? To what extent 
is a vendor willing to cooperate with the retailer or store buyers 
in handling unusual needs of the store? These and many 
other questions may be asked by a retailer in his attempt to 
select the most suitable resources for the goods that he handles. 

Resource File — A buyer should keep a record of his past experi- 
ence with the houses from which he buys. Are their prices 
usually light? Is their merchandise of good quality? Did it sell 
well? Are they prompt in delivery? Did the store or depart- 
ment make a profit on the goods purchased from these vendors? 
What are their selling terms? These are some of the questions 
the buyer should be able to answer when he is determining fiom 
what vendors to buy. 
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In order to have all this information on past experience 
in a convenient and usable form, many buyers maintain a 
resource file This file usually is in the form of a card catalogue 
in which each caid bears a record of the store’s experience with a 
particular vendor^ By glancmg at the card for a certain selling 
house, the buj’-er can see whether past experience has shown that 
vendor to be a desirable resource In some instances, infoimmg 
a vendor why the buyer does not consider him a good source 
and showing this caid record as a proof may help improve 
the selling house so that it becomes a highly desirable buying 
source. 

A merchant or buyer must remember that, even as he is 
influenced by his past dealings with a vendor, so is the manu- 
facturer or wholesaler influenced by the merchant's attitude. A 
merchant should maintain good relations with the individuals 
or films from which he purchases and should not make unfair 
demands upon them, such as cancellations of orders and failure 
to abide by the credit terms. By maintaining proper relations, 
the merchant or buyer can expect better service and information 
from the vendors. 

Concentration of Purchases . — ^It is usually considered better to 
purchase from a few vendors rather than from many. Particu- 
larly in the case of the small store, concentration on a few sources 
enables the retailer to give each of them enough business to 
entitle him to piompt deliveries, greater discounts, and special 
values when they aie available. When a store places substantial 
orders with a manufacturer or wholesaler, the account liaturally 
is considered a valuable one and the vendor is more careful in 
the service given to the store. 

Concentrated buying does not mean buying continually from 
a certain source through habit. Although the bulk of a store’s 
purchases probably will be concentrated among a few houses 
that experience has shown to be desirable connections, for at 
least a part of the highly styled merchandise and novelty goods 
the buyer must be continually studying all sources and seeking 
the best. It is through scattering this smaller part of his pur- 

1 The information, on the card varies according to the needs of the buyer 
but usually should give the vendor’s name and address, terms, name of 
salesman with whom the buyer deals, merchandise carried, prices, dolivenes, 
and remarks. 
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chases that the buyer or merchant can always provide something 
new and different for his customers. 

Summary. — In this chapter, attention has been directed pri- 
marily to those buying decisions which must be reached and the 
activities which are carried on largely as preparatory to the actual 
placing of the order for merchandise As has been pointed 
out, the starting point for all buying activities is a careful analysis 
of customer demand; the basic buying questions of what, when, 
and where must be answered squarely fiom the standpoint of 
the consumer. The buyer must be thoroughly familiar with 
the store policies as they constitute the limits within wliich his 
judgment is to be exercised He has to determine what to buy, 
at what time to buy, and from what resources to make these 
purchases. After these decisions have been reached, the actual 
purchase is made The various methods by which the retailer 
may place his merchandise oiders and certain of the activitie.s 
or considerations involved in the actual process of selectmg tlu' 
goods, arrangmg terms, and so forth, are discussed in the follow- 
ing chapter 



CHAPTER IX 
BUYIN G . — Continued 
PLACING THE ORDER 
Btjyinq Methods 

The retailer may place his orders for merchandise (1) by direct 
communication with the resource; (2) through salesmen of the 
wholesaler or manufacturer; (3) by making trips to the market; 
(4) through resident buyers; (5) by central buying, (6) by coop- 
erative buying, including group buying and other forms. 

1. By Direct Communication. — Practically all stores buy a part 
of their merchandise by mail, telephone, or telegraph orders 
Retailers continually use this method for reordering articles, 
especially in the case of staple products Hand-to-mouth buying 
necessitates frequent purchases Because a large piopoition of 
these purchases are simply routine orders, that is, reordering 
what the store is law on or out of, it is a simple matter to place 
them by mail, telephone, or telegraph. With the present-day 
rapid means of communication and transportation, merchandise 
ordered by this method can be obtained in a short time. 

Some manufacturers and wholesalers soil entirely by mail by 
sending out catalogues to the retailers. The retailer can order 
from these catalogues as frequently as he pleases. Other manu- 
facturers or wholesalers use this type of selling to supplement 
the work of their salesmen. 

2. Through Salesmen. — ^Buying from salesmen has long been 
used as an important buying method by both the large and the 
small store Some of these salesmen represent manufacturers 
who are selling their products directly to the retailers; the others 
are wholesalers’ salesmen. 

The old-time salesman, or “drummer,” went from town to 
town with large trunks full of samples which were displayed at 
the sample I’oom of the store or in a sample room provided by the 
hotel. The salesman of today relies less on samples and soils 
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more by description. His only soiling luggage may be a brief 
case. 

Some merchants and store buyers allow their personal feeling 
for or against the salesman to enter into their buying, and others 
dislike to see any salesman; either attitude is wrong Some mer- 
chants and buyers have been known to buy a new line of mer- 
chandise for the simple reason that they knew and liked the 
salesman If the buyer is acting as purchasing agent for his 
community, it is the goods that offer the best value that he is 
seeldng, this has no connection with his personal likes or dislikes 
for individual salesmen. 

The buyer should treat all salesmen with consideration. If 
he shows consideration for them, they are more inclined to do 
their best for him in calling his attention to special buys, in 
rushing shipments, and in performing other special services, all 
of which frequently are of great value to the buyer. 

It may seem to a buyer that it is a waste of time for him to see 
all the salesmen that caU. Some stores require a buyer to see 
every salesman at least once.* The chief reason for this require- 
ment is that now and then a buyer will discover a desirable new 
source, new ideas, or valuable style effects These will more than 
balance the time he apparently has wasted in giving every sales- 
man a chance to present his goods and ideas. Many stores 
maintain a sample room in which the salesman may display what 
samples he carries with him. In any case, it is better for the 
buyer to deal with him in his office or in the sample room rather 
than on the selling floor. 

Some salesmen make regular calls, chiefly to take reorders for 
staple and convenience goods. Because giving orders of that 
type does not involve a great deal of skill, the task is often turned 
over to assistant buyers in the large stores or to a promising sales- 
clerk in the smaller store. This practice lets the buyer or 
proprietor spend his time on those purchases which require 
thought, skill, and bai gaining. At the same time, it gives the 
assistant some experience in buying. 

3. Trips to Market. — In many lines of goods, trips to the 
market have become a basic method of purchase. Particularly 
in the buying of fashion merchandise, it is important that the 

1 An unusual result of this policy is described in “It Pays to See Sales- 
men,” Journal of Betailing, April, 1940, p. 50. 
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buyer visit the central market. The rapid changes in popular 
acceptance of given styles, especially m apparel lines, make it 
essential that the retailer handling such merchandise keep in 
constant contact with the important buying markets and fashion 
centers through buying trips and through market representatives 

The frequency with which a buyer visits the market depends, 
among other things, upon has nearness to it, the sales volume of h is 
department or store, the type of store or department, general 
business conditions, and whether or not the store has a resident 
buyer The average buyer wants to go before the opening of 
the season to make early purchases. As soon as the retail season 
starts, some buyers place by mail or through salesmen their 
larger orders based on the preseason and early-season experience; 
others prefer to go to the market again at this time for buying. 

Tnps to Market Have Two Objectives — In making trips to the 
market the buyer has two purposes in mind, the purchase of 
merchandise and the obtaining of information. Especially in 
the case of fashion merchandise, the large central markets should 
bo the buyer’s or merchant’s source, not only of meichandise 
itself, but also of meichandising information For example, the 
large markets of New York and Chicago with numerous manu- 
facturing establishments, wholesale firms, merchandise marts 
and trade shows, resident buying offices, trade-association head- 
quarters, and large retail establishments not only constitute 
great sources of supply of merchandise but in addition are impor- 
tant founts of merchandising ideas. 

Merchandising information obtained by visiting the central 
markets helps the buyer or merchant to keep fashion-right mer- 
chandise continually before the customer, to increase turnover, 
to lessen markdowns, and to save time in merchandise selection. 
In some cases, personal contact with market conditions may be 
so important that the buyer makes trips to the central market 
primarily to obtain information rather than to purchase. 

Because the trip to the market usually is at least partly for the 
purpose of obtaining information, the buyer should visit not only 
the manufacturers and wholesaler’s but the retail stores as well. 
In the high-class retail establishments of the central market, he 
wiU find the goods that those stores have decided their cus- 
tomers want. Because fashion information travels very quickly, 
these goods give the buyer an idea of what his home community 
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probably will be demaading ia an extremely short time. A visit 
to the cheaper stores and bargain basements will show the 
styles that have passed their zenith. If a particular fashion has 
passed its peak in the central markets, it will soon be decreasing 
in popularity in other parts of the country. In the medium- 
priced stores the buyer will find those styles which are accepted 
by the average customer Before long, they will have passed 
the height of their popularity; hence, the buyei should not 
purchase heavily of these styles unless he can do so at a price 
that will permit him to sell them quickly After a fashion has 
definitely passed, it is hard to sell the remaining goods at any 
price 

A buyer should go to market with a buying plan This plan 
should be based on his customers’ desires as shown by his stock- 
control records, the reports of salespeople, and the other methods 
of determining customer demand. By gomg to market with a 
fairly definite idea of what he is .seelaug, the buyer can save much 
time; for he can avoid looking at merchandise that will not fit 
into his plan, and he is much less likely to purchase goods that 
his customers will not w'aiit. 

Before he actually makes any purchase, the buyer should have 
a reasonably complete knowledge of all the merchandise oflered 
in the central market that might meet his needs. There are 
advantages to the policy of concentrating purchases among a 
limited number of concerns, however, the buyer cannot be sure 
he IS gettmg the best values from those concerns unless he has 
inspected the luerchandise that othei manufacturer.g and whole- 
salers are showmg. Thus, when a buyer goes to market, he 
seldom begins buying at once; his first task is to get a reasonably 
comiilete picture of all the goods offered that might be potential 
purchases.^ First he .should visit the vendors vith iho better 
quality goods so that he will know what is best on the market. 
Then, by visiting the cheaper selling houses nc.xt and the 
medium-priced ones before he docs any actual purchasing, ho will 
guard against paying a higher price for anythmg that maj' 
be purchased from one of the vendors handling lower priced 
goods. 

1 In the case of stores with lesidenl-buyei connections, much preliminary 
examination and “sorting” of the maiket offerings may be done by the 
resident-buying office for the buyer befoie he gets to the market. 
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The biggest mislake many buyers make is not seeing all the 
lines offeied or, if that is not possible, as large a number as is 
possible It is natiual for the buyer to confine his visits to a 
few vendors because visiting a large number of salesrooms is 
hard, time-consummg work, moreover, he enjoys doing business 
with a limited number of old firms with which he has had success- 
ful dealings. However, the buyer’s task is to get the best possible 
values m the market, and how can he be sure ho is accomplishing 
this unless he knows what the majority of the selling houses are 
offer mg? An extreme style or novelty element in merchandise 
gives the small manufacturers a much bettor basis for competing 
with large concerns because the goods cannot be standardized 
and produced on a large scale The manufacturers of fashion 
merchandise are largely small-scale producers. Therefore, in 
the production of such goods, new manufacturers frequently 
enter the field and create goods with a popular appeal; this makes 
it necessary for the buyer to be looking continually for desirable 
new resouices If a buyer succeeds in finding new merchandise 
or new resources that his competitors have not found, he gives 
his department or store a strong competitive advantage 

Another common mistake of the buyer in his market activities 
is to assume, after he has failed to find anything he wants in two 
or three visits to a vendor, that it is not worth while to go back 
to that resource on the next trip to market. The resource that 
offers nothing outstanding during one season may possibly offer 
an exceptional value in a later season or year. 

The buyer may find it desirable to visit more than one central 
market. In some lines of goods, there is one outstanding central 
market and the buyer ean concentrate on that market. In the 
case of other products, there may be a number of cities that are 
important market centers. 

In the past, for many apparel and accessory items and for 
numerous other articles, such as certain types of toys, glassware, 
chinaware, and art goods, it was highly desirable for the buyer 
to visit manufacturing and marketing centers in foreign countries 
or to obtain other means of contact with such markets. How- 
ever, at the outbreak of the war between Japan and China in 
Asia and of the second World War in Europe,, the importance 
of these foreign sources was greatly reduced. Ono effect has 
been to increase greatly the designing and manufacture in this 
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country of merchandise that was formerly purchased almost 
entirely in foreign countries. In the field of fashion merchan- 
dise, American designers and stylists are taking over much 
of the creative work formerly done in Paris. There is a tendency 
for New York to take over the world fashion leadership formerly 
held by Paris Attempts are also being made to build up 
resources in Mexico and South America, particularly for goods 
of a handicraft nature, which were formerly bought largely in 
Europe and Asia. 

In recent years, there has been a trend toward the centraliza- 
tion of markets m cities other than New York Chicago, as well 
as certain other cities, has been increasing in importance as a 
market for retail-store buyers in comparison with New Yoik 
Although New York is by far the most important market for 
retail buyers, many stores that 10 years ago made practically 
all their purchases in New York are today purchasing a con- 
siderable part of their merchandise in Chicago or m market 
cities other than New York. 

4. Resident Buying. — Resident buying includes all methods of 
having a repicsentative in the central market. The plan by 
which a store provides representation in the central market 
varies accordmg to the size of the store and the extent of its 
need for market representation Some of the larger stores of the 
country maintain their own buying offices in the market centers. 
Other stores whose size pi events representation through their 
own office are served by an independent resident-buying organiza- 
tion or by a cooperatively owned resident-buying office Prac- 
tically all resident-buying offices can be classified into the 
following four groups 

a. The Office Owned and Maintained by a Single Retail Concern 
The store meets its market-representation requirements by 
owning and maintaining its own buying office in the central 
market. Naturally, only large stores can aSord to provide 
resident buying by this plan. This type of resident-buying office 
is common in the ciise of the very laige department stores, as well 
as the cham organizations and large mail-order houses. 

b. The Coopa aiiuely Owned OJfke'^ — This type of lesident- 
buying office is financed by a group of stores that it represents 
Such an office usually serves relatively larger stores and com- 

i This is often termed an “associated” buying office. 
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parativoly fewer stores than do the other types of buying office, 
except, of course, the office owned by an individual store. How- 
ever, the cooperatively owned office usually represents a large 
"buying power,” because of the large volume of the individual 
stores in the group. 

c The Independent Salaried Buying Office. — This type is a 
private business organized to give store clients market services 
of various kinds For this service, it charges its store clients a 
fee or commission. The most common arrangement is for the 
buying office to contract annually with stores to provide market 
service in exchange for a stated annual fee or “salaiy,” ordinarily 
payable in equal monthly installments. 

Some firms of resident buyers specialize in restricted fields 
such as women’s ready-to-wear or millinery. Other buying 
offices cover a much wider field and have a number of experts, 
each of whom serves a group of allied lines; such firms may serve 
all the buyers from a department store 

d The Independent Commission Buying Office — The feature 
that distinguishes this type from other independent offices is 
that it receives its remuneration from the manufacturers with 
whom it places the retailers’ orders rather than from the retailers 
This type buys for any store and leceives a percentage of the sales 
it makes for the vendors with whom it places the store orders. It 
usually serves smaller stores whose sales volume does not justify 
engaging the services of an independent salaried office The 
services of the commission type are ordinarily much more limited 
than those of the independent salaried office.^ 

Services of Resident-buying Offi.ces.^ — One duty of the resident 
buyer or buying office is to help the store’s buyer when he is at 
the market Because the resident-buying office comes in 
contact with many market sources every day, it can inform the 
buyer of those which seem promising; this saves the buyer a 
great deal of time and opens up sources that he could never have 
found by himself with his limited acquaintance and time in the 

iFor a detailed discussion of the diHereiioes between the seridoes and 
activities of these two types of independent buying office, see Norris A. 
Brisco and John W. Wingate, Buying for Retail Stores, pp 273-278, Pren- 
tice-Hall, Inc., 1037. 

“ The number and specific chaiaoter of the services provided vary widely 
among the diSerent types of office. 
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market. Many new items, particularly in novelty and fashion 
merchandise, are frequently produced first by manufacturers 
unknown to the store’s buyer It might be some time before 
he could locate the source of such merchandise if he did not have 
the help of the resident buyer, and by that time the merchandise 
would have become more common and therefore less attractive. 
The resident-buying organization also supplies ofiice facilities 
for the store’s buyer during his visit to the market. Here he may 
have his correspondence taken care of and receive salespeople. 

When the store’s buyer is not at the market, the resident buyer 
will purchase for the store. Thus, through the use of a resident 
buyer the store can make frequent purchases instead of a few 
large ones; this helps increase the rate of stock turnover and 
keeps the merchandise in closer conformity to changing market 
conditions. Ordinaiily, the resident buyer buys only at the 
store’s order and purchases the goods specifically ordered by the 
store Some stores expect him to notify them of desirable 
purchases and to send samples. In order to effect savings in 
transportation, the buying firm may consolidate a number of' 
small shipments into a larger one which can be sent more eco- 
nomically. The resident buyer may also combine orders of 
several clients in order to get quantity prices. 

Many resident-buying oiganizations at frequent intervals send 
out to their clients bulletins giving important market informa- 
tion about fashion trends and important developments in the 
manufacturmg field. Some buying offices provide a monthly 
sales promotional sendee for stores When this service is 
offered, it usually has two phases: (1) the development of a 
complete outline of promotional activities for the store as a 
whole; (2) advertising “mats” on specific promotions for which 
the merchandise is bought through the resident office. 

As has been shown in the previous discussion, the resident 
buyer ordinarily does not displace the buyer of the store. The 
primary purpose of the resident-buymg organization is to supple- 
ment the work of the buyer. If the buyer understands the 
purpose of the resident office and the service it can render, he is 
more likely to make full use of it Some buyers feel that the 
resident-buying office exists primarily for the purpose of hraiting 
their buying power or to check or spy on their methods. If used 
intelligently, a central-market representative can save the buver 
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much time and money and can prevent many mistakes in the 
choice of resources, in the selection of merchandise, and in other 
buying activities. The full benefits of a good resident office can 
be obtained only by complete cooperation between it and the 
buyer. 1 

5. Central Buying. — Central-buying offices constitute a means 
by which a store may be represented in the central market and 
thus might be considered as a special form of resident buying. 
However, the relationship between a central-buying office and 
the stores it serves is essentially different from that commonly 
understood as resident buying. In the usual resident-buying 
arrangement, as has previously been described, the resident- 
buying organization acts simply as an assistant to the store 
buyer or to the merchant himself. In the central-buying plan, 
the buyer or buying office in the central market has practically 
complete charge of all purchases made for certain departments 
or classifications of departments or for stores m a group of 
consolidated or associated stores. The local store or department 
managers or buyers have httle or no responsibility for the buying 
activities. Thus, buying and selling are separated, with the 
buying done at the central-buying office and the control over 
selling decentralized in the local stores or departments. 

Central buying is a part of the merchandising methods of the 
typical corporate chain organization. The method is also 
widely used by leased-departmcnt syndicates and by “voluntary” 
chains ^ The greatest development of central buying has been 
in the merchandising of staple and semistaplo merchandise; 
however, the method is being used successfully also in many 
lines of fashion merchandise. 

The chief buying advantages claimed to result from central 
buying are as follows: (1) It tends to keep the stores or depart- 
ments in closer contact with the market and makes possible a 
constant flow of new merchandise to the stores, (2) It results in 
lower prices through the combining of mdividual store require- 
ments into large orders to obtain quantity discounts. (3) It 

' For example, the office should be informed as far ahead as is convenient 
of the buyer’s visit to the market and as fully as possible regarding the type 
of merchandise desired 

“ For a detailed discussion of the various types and the advantages and 
limitations of central buying, see Brisco and Wingate, op. oii., pp, 305-313. 
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may provide the store or department with more outstanding 
merchandise, for the central buyer is able to comb the possible 
resources more carefully than can a store buyer who can be in the 
market only a part of the tirne.^ (4) It may result in reduced 
buying costs, particularly in such items as traveling expenses of 
buyers ® 

The chief objections or limitations to central buying largely 
center m (1) certain weaknesses in merchandising operations that 
may result fiom the separation of buying and selling and (2) 
difficulties of adjusting the central buying to the local conditions 
and buying needs of the different stores or departments. It is 
argued that buying and selling are so closely related that they 
should be handled by the same person It is pointed out that 
in order to buy properly the buyer may need close contact with 
the selling process and that a store buyer or merchant is more 
likely to push the sale of goods he selects than of those sent to him 
by a central buyer The separation of buying and selling makes 
it difficult to fix responsibihty and thus may lead to “ passing the 
buck.” If results are unsatisfactory, the retailer or department 
manager blames the central buyer and the central buyer censures 
the department manager or retailer Also, the separation of the 
buying and selling activities may create difficulties in passing on 
to salespeople buying information that may be essential to good 
selling Salespeople need to know the selling points of new 
merchandise^; and m many instances, if not most, this informa- 
tion can best be passed on to the salespeople by the store bujmr 
who has bought the goods and is in the store to promote them. 

The other major limitation of central buying is the difficulty 
of adjusting the central buying to the needs of stores operating 
in different localities and under varying local conditions It is 
argued that the buying needs of each store are often different 
and that the central buyer cannot have an intimate enough 

1 This possible advantage of central buying is particularly sigmfieant in 
the case of merobandise, such as furs, where a high degiee of expert knowl- 
edge and close contact with the market are necessary 

“ In addition to the possible buymg advantages lesultmg from the oentral- 
buymg method, certain advantages may be obtained from the selling or 
other viewpomts For example, with the store or department buyer or 
manager largely reheved of buying responsibility, he may do a more effective 
job of directing the seUing and opeiatmg activities of the department or store. 

* This is especially true m the case of fashion merchandise 
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knowledge of each store's needs to fit his purchases to each store. 
The significance of this argument obviously varies with the 
nature of the merchandise. In the case of staple items the buying 
needs of different stores may vary little, if at all With fashion 
merchandise, the demand in various parts of the country has 
become more and more standardized. Although there naturally 
are local differences, in many instances the situation seems to be 
that described by one writer in these words: “Alleged differences 
in local conditions are more in the minds of the store's buyer than 
in that of the store’s customer 

Central buying is gradually increasing in importance as a 
buying method.® The greatest development of central buying 
has been in chain-store organizations handling convenience 
goods and the more staple and inexpensive items of shopping 
goods However, the method has been proved adaptable to 
many lines of fashion merchandise and is being more widely used 
Although most of the central buying is still done by corporate 
chain organizations, leased-depaitment syndicates, or “volun- 
tary" chains (which have many of the characteristics of regular 
corporate chains), an increasing amount of attention is being 
given to central buying by independent retailers.® 

6, Cooperative Buying. — In many instances, retailers place 
their orders through some form of cooperative-buying organiza- 
tion. These cooperative-buying organizations vary m size and 
organization all the way from the simple buying club, in which 
a few merchants in a town consolidate their orders of certain 
staple lines in order to get discounts, to common ownership of 

‘ WiNOATB, John W., "Current Trends in Retail Distribution,” Journal 
of Marketing, April, 1941, p. 410 

® Professor John W. Wingate has said, in this oonneotion, “Some day we 
are likely to look back with surprise at a distnbution system built upon 
thousands of small stoie buyeis shuttbng back and forth from the wholesale 
markets to buy almost identical goods to sell to similar people decentrally 
located.” In Professor Wmgate’s opinion the chief deterrents to a more 
rapid growth of central buying are (I) the hesitancy of stores to turn over 
the vital buying function to an outside organization and (2) “the opposition 
of established buyers and merchandise managers who see an undermining 
of their positions ” Ibid., p 411. 

* For example, the Jane Engel organization buys dresses at $7.96 to $49.05 
for a large group of independent specialty shops and for a number of depart- 
ment stores. Ibid., p. 412. 
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wholesale organizations and buying offices.^ There are examples 
in almost every town of merchants making certain purchases 
cooperatively. Although cooperative-buying organizations are 
found among practically all types of retailer, they are par- 
ticularly common in the grocery and drug fields. 

Group Buying . — Group buymg is a special type of cooperative 
buying ^ By this method manufacturers’ or wholesalers’ 
samples are gathered together at a central place, usually a 
resident buyer’s office, so that a committee of buyers may 
select items to purchase for the whole group of stores they 
represent When a retailer joins a group-buying organization, 
he usually agrees to take a certain minimum amount of the 
merchandise to be purchased by the group. The retailer or the 
store buyer attends the periodic showings of the meichandise 
samples and registers his opinion on the different models shown 
A majority or two-thirds vote determines which of the many 
items shown are to be purchased for the group of stoics. The 
separate orders of the various buyers or merchants are con- 
solidated and placed with the manufacturers whose samples 
have been selected for purchase by the group. 

Group-buying activities frequently include not only the joint 
selection of the styles or models and the consolidation of the 
individual orders, but also the joint promotion of the items. 
For example, national advertising may be used to promote 
certain of the articles, the names and locations of the stores 
handling the items advertised being listed 

The main advantages of group buying from the viewpoint of 
the mdividual merchant or buyer are as follows : 

1. The experience and skill of all the buyers are pooled for the 
benefit of the whole group of stores. If each buyer or merchant 
does his part, the judgment of the group is usually bettor than 
that of any one buyer This results in better selections which 
should mean greater sales volume and fewer markdowns 

^ Central huying, when carried on by independent stores, is a special form 
of cooperative buymg 

“ The teim “group buying’’ is m some instances used loosely to refer to 
cooperative buying, which includes all methods by which a number of stoies 
or departments in separate stores cooperate m the consohdatmg of their 
orders. The better usage of the term is to restiict it to a paitioular type of 
cooperative buymg and to use “cooperative buymg’’ as the general term 
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2 There is a considerable saving of the buyer’s time in the 
market. Under the group-buying plan, the market has been 
searched in advance (usually by the resident buyer), and the 
showings of many manufacturer or wholesalers can be com- 
pared at once simply by examining the samples that have been 
assembled. 

3 Group buying involves buying to a standard. The group 
sots up a certain standard of quality as a buying objective, 
whereas a buyer purchasing individually may be much less likely 
to buy with a set quality in mmd 

4. Group buying usually results m reductions in the purchase 
price, because the small orders of individual buyers are con- 
solidated into large ones placed with the various resources. 
Particularly in group orders for staples, price savings may be 
possible through placing the orders far enough in advance and in 
sufficiently large quantities to enable manufacturers to buy 
their raw material at favorable prices and to effect production 
economies ’■ 

6 Another advantage is the abihty of such groups to develop 
their own brands which they may put on this cooperatively 
purchased merchandise. Some of these brands are quite well 
known, for example, the Barbara Lee chesses of the Associated 
Merchandising Corporation 

6. An intangible or “by-product” advantage is the education 
in buying and merchandising that the individual merchants or 
buyers receive through this association with the buyers of other 
stores.® This opportunity to exchange merchandising knowledge 
and opinions is an important part of group buying. 

The chief objections to group buying from the viewpoint of the 
individual merchant or buyer are as follows; 

1 Many buyers object to this method of purchasing because 
it seems to lessen their own importance in the market and their 
freedom of action. 

2. Some buyers feel that group buying often results in the 
purchase of goods that are not suited to local conditions. 

3. Group buying is apt to be a cumbersome process and may 
result in much dissatisfaction on the part of certain of the 
paiticipating buyers. 

1 Bbisco and WiNaA.Tii, op, cit,, p. 301. 

» lUd., p. 302. 
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4. Some small stores feel that the cost is too great for the 
benefit received. 

Many manufacturers have criticized and opposed the develop- 
ment of group buying. Among the objections raised by manu- 
facturers are (1) that it is an attempt to lower prices at their 
expense, (2) that piracy of designs and styles is made easy 
because samples are displayed where they can be seen by other 
manufacturers, and (3) that group buying destroys the manu- 
facturers' intimate contact with the retailers.^ 

Group buying is used m many lines of merchandise, but its 
chief development has been in the dry-goods and department- 
store field It may be employed in purchasing either staple or 
fashion goods. It has been used extensively in the merchandising 
of women’s ready-to-wear, especially women’s dresses and coats. “ 

The Butins Peoobss 

Buying to a Plan. — The actual buying process involves the 
selection of specific items of the proper quality and in the correct 
assortment of styles, colors, and sizes. This merchandise must 
be purchased at as low a price as is consistent with the quality 
desired and at the best possible terms of sale. Arrangements 
must be made regarding delivery dates and the amounts to be 
delivered at each date, if the purchase is to be delivered in a 
number of shipments Finally, the order blank must be properly 
filled out, for this is the contract which binds the two parties. 

But how is the buyer to reach sound decisions on the many 
questions mvolved in this buying process? What is the correct 
quality? WTiat sizes should be purchased and in what propor- 
tions? What is a satisfactory price? What delivery date should 
be set? The degree of success of the buyer in answering such 
questions depends largely upon the extent to which he buys to a 
carefully prepared plan Such a plan should be primarily the 

1 For a more detailed discussion of the possible disadvantages of group 
buymg to vendors, see Harold A Baker, Pnnaiples of Retail MerclmndAsing, 
pp 128-129, McGraw-Hill Book Company, Inc., 1939 

® One authority m the retailing field has said that group buymg is slowly 
giving way to central buymg He attributes this paitly to the fact that 
under central buymg the cumbersome machinery of the group-buymg method 
IS eliminated and quick buying decisions can be made. See Wingate, op. cut. 
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result of the buyer’s analysis of customer demand and his exam- 
ination of the condition of his present stock. The basic buying 
decisions that must be made in the preparation of a buying 
plan have been discussed in the preceding chapter, “Preparing to 
Place the Order.” The careful following of a buying plan in the 
actual process of buying will save the buyer many mistakes.^ 

Buying to a Price. — The principal function of the buyer in buy- 
ing for the store is to obtain the goods the customers of the store 
want at the prices they are willing to pay Thus the buying plan 
is based, in so far as possible, on the prices at which the goods will 
sell. Particularly in merchandise for which the store has definite 
price lines* the buyer concentrates his attention on that mer- 
chandise which can be marked to sell at those prices Thus he 
buys backward fiom a selling price in many lines rather than 
purchasing an article and then figuring at what price it shall be 
marked His problem is largely one of obtaining the best quality 
that can be sold profitably at a given retail price. 

The buyer may want to get some dresses to retail at $19 50 or 
some scarfs to retail at $3. He has a definite goal in mind when 
he enters the market. He looks for the type and quality of 
merchandise he has in mind and at a price that will give him a 
satisfactory markup when priced at the retail figures he knows 
his customers want. 

Buying to a Standard of Quality. — In his selection of merchan- 
dise the buyer should have a definite standard of quality in mind * 
Only in this way can he be reasonably sure of buying merchandise 
that will be satisfactory to his customer Also, he can judge 
adequately whether or not a cost price is satisfactory only if he 
knows what he is actually getting at that price. 

1 An editor of a trade paper m the shoe field tells of visiting a shoe letader 
who had 3,500 pans of shoes in his stoie and did not have an 80 left m a 
men’s shoe. Inasmuch as 80 is the most common size, the situation was an 
incredible one This illustrates the type of mistake that may aiiae from 
buying without a oaiefully prepared plan Too many buyers purchase 
what they like rather than what the customer wants as shown by a careful 
analysis of customer demand. Arthur D Anderson, “Ciescendo on the 
Cash Register,” Boot and Shoe Rem der, March 22, 1941, p 24 

® See discussion of price lines in Chap. VIII 

® This standard will vary, of course, with the store policies regarding type 
of trade and the type of meichandise Fundamental store policies, as they 
affect buying, are discussed in Chap VIII. 
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Some buyers rely in their purchasing upon the reputation of a 
brand or that of the vendor with whom they are dealing. This 
method of judging merchandise may be the natural way for a 
retail customer in her purchasing/ but a buyer for a store should 
have a more expert standard for judgmg merchandise. The 
consumer movement has further emphasized the importance of 
merchandise knowledge The very fact that the consumer 
insists on having more knowledge makes it increasingly impera- 
tive for the buyer and his sales force to have tliis mformation 
The proprietor of a small store who does all the buying for the 
store will necessarily be limited in his knowledge of any one line 
of merchandise because of the varied lines he must purchase 
In a larger store where a buyer purchases a limited line of goods, 
he can acquire an all-round knowledge of that merchandise which 
will help him m judging qualities, price, and style 

In most lines of merchandise the one-price policy is followed as 
a general practice in the dealings between the retailer and the 
customer, but the retailer or buyer frequently finds that in his 
dealings with vendors a varsang price system is used This 
means that the price he pays is determined by a bargaining 
process If the buyer knows the value of merchandise apart 
from the selling house or brand, he has a surer foundation upon 
which to bargain. 

A buyer should be informed concerning the raw materials that 
go into the merchandise, where these raw materials come from, 
and what factors affect their prices. He should be familiar with 
the manufacturing proce.ss and the labor conditions in the indus- 
try He should be able to judge worlonanship, finish, and style 
qualities. If he knows the relative importance of materials, 
processing, and style, he will know how each should affect the 
price he must pay. Finally, he should know the customs of the 
trade. As a buyer through years of experience acquires informa- 
tion on merchandise and on trade practices, he becomes able to 
judge merchandise on the basis of his knowledge of its merits 
rather than by relying on what he is told. 

Insuring Quality in Merchandise. — If a store is to perform 
properly its function as a purchasing agent for the community, 
it must offer dependable merchandise at a fair price. More and 

^ Especially in the case of new merchandise, the customer may have no 
other way of making her choioe. 
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more stores are turning to the testing laboratory for merchandise 
information that will provide a basis for the purchase and sale 
of dependable goods. 

Merchandise testing may be of aid in the buying activities of 
the store primarily m the following ways;i (1) Testing may be 
used to aid the buyer in determining the relative worth of com- 
parable lines of merchandise offered to liiin. In the case of 
certain large retail organizations that set specifications for some 
merchandise items, testing is used to determine whether or not 
the goods offered by a vendor meet these specifications. (2) 
Tests are sometimes used as a check or follow-up on dehveries. 
A vendor may try to substitute a poorer quality of goods or lower 
his standards in comparison with the sample he submitted. The 
laboratory tests will show whether or not the vendor is delivering 
according to the agreement. (3) Merchandise tests may be used 
to determine whether or not an article is satisfactory from the 
standpomt of customer use, which, after all, is the ultimate test. 
For example, in the case of textiles, merchandise tests may be 
used to answer such questions as the following: Will this material 
fade in the sun? Will this color bleed in water or in washing 
and stain other materials with which it comes m contact? Is 
the material preshmnk? How will the material wear? 

The large mail-order houses were among the first retail estab- 
lishments to recognize the need for definite testing of their mer- 
chandise. In addition, many large chain-store organizations 
and department stores have established their own testing labora- 
tories. Smaller stores ordinaiily cannot afford the expense of a 
private laboratory but in many oases can make use of the services 
of commercial laboratories The rapid development of the 
various methods of testing merchandise offers the retailer a sound 
basis for building customer confidence in his merchandise and 
merchandising methods. 

Purchasing Job Lots. — A. job lot is a miscellaneous assortment 
of sizes, styles, qualities, and quantities of merchandise offered 

‘ The purposes for wMoh merchandise testing is used vary among stores. 
It may, of course, he used as an aid not only to buying but to other store 
activities as well. For example, it may be used m connection with the 
handling of customer complaints about merchandise, as a means of checking 
on the technical accuracy of the statements in advertisements, and as an 
aid in the training of salespeople regarding merchandise quahties. 
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by the vendor at a cut price. The offer may be made for various 
reasons: The manufacturer or wholesaler may be overstocked, 
the merchandise may be end-of-the-season goods, the seller may 
be in need of cash, or another retail store may have failed. The 
purchasing of job lots of merchandise requires special study and 
forethought on the part of the store buyer or merchant. He 
should ask himself three questions about any job lot: (1) Will it 
fit in with the standards of the store? (2) Will it yield a profit? 
(3) Will it interfere with the regular stock? 

Although a job lot may be a good buy for certain other stores, 
it may not fit in with the standaids of the buyer’s own store. If 
he were to buy it, he might be able to resell it at an immediate 
profit, but the impression created by the sale of merchandise of 
this quality might far more than counteract the profit on the lot. 
A job lot that does not conform to a store’s standard is not a 
bargain at any price. The lower the price of a job lot, the more 
carefully the buyer should consider it, for the low price indicates 
the anxiety of the seller to get rid of the merchandise. The job 
lot may be composed of such poor quality or old-style merchan- 
dise that very few of the store’s customers would purchase any 
of the goods. 

In order to determine whether the job lot will yield a profit, 
the buyer should figure on a conservative basis the sellmg value 
of the entire lot Ordinarily, all the items in the entire lot cannot 
be sold at the same pi ice, or at least it is not desirable to price 
them in that way. To get the resale price for the enthe lot, it 
is necessary to divide it into groups according to the possible 
resale value of the various items and then multiply the selling 
price estimated for the articles in each group by the number of 
items in that particular group. Then the sum of the total values 
of the different groups will be the estimated resale price for the 
job lot as a whole. Unless the buyer follows some such method, 
he is hkely to overestimate the worth of the job assortment, 
because he is especially attracted by the more desirable items in 
the lot These may have been included intentionally to make the 
job lot seem more desirable. 

A buyer must think also of the effect that the sale of job-lot 
merchandise wdll have upon the sale of his regular merchandise. 
If he devotes a part of his buying and promotion efforts to job 
lots, there will be less money and promotion effort available 



160 


PRINCIPLES OF RETAILING 


for the merchandising of his regular merchandise, for which 
there is a steady demand. Will customers who might otherwise 
buy the regular merchandise be led to buy items from this job 
lot? The buyer must remember that unless a ]ob-lot purchase 
can be resold quickly it will add to the undesirable and slow- 
selling merchandise of the department. 

Terms of Sale. — After the buyer has chosen the right goods 
at the best price, he must turn his attention to the terms of sale, 
especially if he is buying from a maiiufactiiier lather than from a 
wholesaler. A buyer may keep a card mdex or other record on 
which IS recorded the terms of sale that have been secured from 
each vendor. This is called a “term-card file” or “term- 
discount file ” Whenever the buyer is able to secure better 
terms, he makes a notation of the fact so that in the future he 
may not permit the manufacturer to revert to the old terms 
through failure on the part of the store to remember the better 
terms which had once been secured. This file of information 
also is very helpful when a change of buyers occurs 

The terms of sale include (1) the dating, which refers both to 
the time period within which payment must be made to obtain 
cash discount and the time at which payment for the goods will 
become due, and (2) the discount, or deduction from the billed 
or invoiced price allowed under certain circumstances ^ For 
example, in terms of “2/10, net 30” the 2 refers to a 2 per cent 
cash discount, the 10 is the dating which indicates the period 
within which the cash discount can be taken, and the 30 repre- 
sents the net term period dating. The full amount of the bill 
must be paid within 30 days,® unless it has been discounted 
according to the terms. 

The chief factors that affect the length of the dating are as 
follows. (1) The length of the marketing period. If, typically, 
it takes a long period of time for the purchaser to sell the article, 
the terms are usually longer than for an article that sells quickly. 
Thus the terms in the jewelry trade are usually for a longer 

1 There are many variations among vaiions retail trades and also among 
vendors in a given trade in regaid both to datings and to discounts. Thus 
the exact interpretation of many of the terms discussed in the following 
material depends to a consider able extent upon the practices of the particu- 
lar trade or vendor. 

® In ordinary dating, both the 10- and the 30-day periods apply from the 
date of the invoice. 
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period than those in the grocery field, where there is a much 
quicker resale. The perishabihty of certain products may cause 
short terms, probably both because of the short marketing period 
and because of the greater risks involved in the extension of 
credit in such cases. Fresh meats may have to be paid for the 
first of each week. (2) Competitive conditions. For example, 
a widely known manufacturer may have shorter terms than a 
manufacturer who is trying to break into the market. (3) 
Business conditions Prosperity tends to shorten the net term 
period, for it is easier for the purchaser to meet payments. A 
period of depression tends to cause a lengthening of credit terms. 
(4) Distance between the vendor and the store and the transpor- 
tation facilities available. An example of the effect of this factor 
is found in the use of R O G dating i 

Ordinary Dating — The most common method of dating is to 
base the credit period upon the date appearing on the invoice, 
which is ordinarily the date of shipment of the merchandise as 
well If the terms are “net 30 days ” and the date on the invoice 
is June 14, this means that the total amount of the biU must be 
paid by July 14, that is, withm 30 days 

If the terms read “2/10, net 30” and the date on the invoice is 
June 14, this means that if the mvoice is paid on or before June 
24, that IS, withm 10 days, the purchaser may deduct 2 per cent 
from the amount of the invoice. If he does not take advantage of 
the discount, he has until July 14 to pay the full amount If the 
invoice is not paid by that time, the selling house has the legal 
right to expect interest, usually at 6 per cent, from that date 
until the time the bill is paid 

Advanced Dating . — In order to induce the purchaser to place 
his order early the manufacturer may agree to base the credit 
period on a date later than the date of the invoice. Thus the 
terms “2/10 as of Sept. 1 ” appearing on an mvoice dated July 26 
mean that this merchandise need not be paid for until Sept. 11, 
until which time 2 per cent may be deducted. The credit period 
dates from Sept. 1 rather than from July 25. 

Seasonal goods are frequently given an advanced dating, 
called “season dating,” which k based on the opening of the 
purchaser’s selling season. Thus, orders for straw hats may be 
taken during the winter by the manufacturer and shipped before 

1 This IS discussed on p. 162. 
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the season opens But the goods will be given a May 1 dating to 
correspond to the opening of the selling season, and on this date 
the credit terms begin to operate. The manufacturer is willing 
to grant this special credit privilege because it encourages early 
buying of seasonal goods, enables him to operate his plant in 
slack seasons, and saves him storage costs. The advantage to the 
retailer is that he can pui chase eaily but need make payment only 
after he has started to sell the merchandise. 

Extra Dating . — This is another form of deferring the date on 
which the credit terms begin to apply Thus, “2/10-60 extra” 
means that 60 days after the date of the invoice the usual terms 
of 2 per cent 10 days begin to apply. If an invoice dated Dec. 1 
bore such terms, it would mean that 10 days after 60 days, or 
Feb. 9, would be the last day on which the 2 per cent discount 
could be taken. The net effect of terms of 2/10-60 extra 
IS to provide 70 days within which the cash discount may be 
taken 

E 0 M. — Bnd-of-month dating means that the credit terms date 
from the end of the month in which the goods were purchased 
rather than from the date of the invoice Tliis originated through 
the requests of merchants who were making a great many pur- 
chases during a month and who, if they took advantage of their 
discounts, would have been compelled to send in payments every 
few days. With all the bills dated from the end of the month, 
they could make payment on the tenth of the following month 
(assuming the terms were 2/10 E.O.M ) for all the invoices and 
still receive their regular discount. ^ 

When the E 0 M dating is used, it is customary in many 
trades to consider all invoices dated after the twenty-fifth of the 
month as belonging to the following month. Thus in the ease 
of merchandise invoiced on July 26 with terms of 2/10 E.O.M., 
the store could take the discount any time up to and including 
Sept. 10. 

R.O G . — Stores in the West frequently insist on receipt-of-goods 
terms. Under this dating the credit terms apply from the date 
of receipt of the goods, rather than from the date of the invoice. 

1 Some vendors permit all invoices dated from the first of the month to the 
fifteenth to be treated as though they were dated the fifteenth The invoices 
durmg the rest of the month are treated as though dated the last day of the 



BUYING 


163 


Because it may take longer than 10 days for goods shipped 
from the East to reach their Western destination, the store in 
many cases would be forced to make payment before receiving 
the goods in order to get the discount if the terms were 2/10, 
net 30. R.O.G. dating gives the store a chance to receive the 
goods and inspect them before payment is made In case an 
adjustment is necessary because of shortage or poor-quality 
merchandise, it is more easily taken care of if payment has not 
already been made. 

Antiapahon — Some stores may have ready money and may 
not need to wait the full length of time that they could wait and 
still take the cash discount. If the store “anticipates,” or pays 
before the final date when the cash discount may be taken, most 
vendors will allow it an extra deduction in addition to the regular 
cash discount to which the store is entitled. This extra deduction 
represents interest, usually at the rate of 6 per cent a year, for the 
number of days from the time when payment was made to the 
time when the invoice had to be paid in order to take the cash dis- 
count This practice of granting interest for anticipation is cus- 
tomary primarily in connection with the various types of deferred 
dating, that is, advanced, extra, E O M , and R 0 G dating. i 

To illustrate the figurmg of interest for anticipation assume an 
invoice for $500, dated Mar. 3 with terms of 2/10-90 extra. 
Payment is made on Apr. 12. The terms of 2/10-90 extra allow 
a total of 100 days in which to take the cash discount. The pay- 
ment has been made in 40 days (28 days of Maich and 12 days of 
April have expired) ; thus the store has anticipated by 60 days. 
The amount to be remitted may be determined by figuring the 
anticipation allowance on (1) the billed amount or (2) on the net 
amount after the 2 per cent cash discount has been deducted. 
The two methods are shown below. Interest at 6 per cent for the 
60 days anticipation amounts to 1 per cent (60 days is 1/6 of 
360 days^; 1/6 of 6 per cent is 1 per cent). By the first method, 

1 In some stores, it is the practice in the case of ordinary datmg to deduct 
interest for the number of days that the net term date is anticipated if 
payment was not made in time to take the cash discount. For example, if, 
on an mvoice dated Jan. 5 with terms of 2/10, net 30, payment is made on 
Jan. 20, the cash discount would not be taken but mterest for the 15 remain- 
mg days of the net term period would be deducted. 

* It is customary m figurmg this anticipatory mterest to consider 360 days 
as a year. 
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2% cash discount + 1% anticipatory interest = 3%; 3% of 
$500 = $15; 1500 - $15 = $485 remittance. By the second 
method, $500 - $10 (cash discount of 2%) = $490; 1% of 
$490 = $4.90 anticipatoi'y interest; $490 — $4 90 == $485.10. 

The first method is more favorable to the store, the second to 
the vendor. As the calculation of the amount to be paid is 
actually made by the retailer, he is likely to use the first 
method unless the vendor refuses to accept payment on that 
basis. 

Various Cash Terms . — When goods are sold for “cash,” the 
purchaser is ordinarily given 10 days in which to receive and 
inspect the goods before making payment When goods are 
sent C O.D. (cash on delivery) or D/BL (draft with bill of lading 
attached), payment must be made before goods are delivered to 
the store. C B.D (cash before delivery) means that the mer- 
chandise IS paid for before it is shipped by the seller 

Such terms would seldom be given to a store unless it had a 
very poor credit rating. At times a store might request goods 
to be sent C.O.D. or C B.D. if it were placing an initial order with 
a strange house and did not want to wait while a credit investiga- 
tion was made. 

Memorandum and Consignment Buying — Such buying is in a 
sense a form of advance dating in that the goods are not paid for 
until they are resold. The distinction between memorandum 
and consignment buying lies in the location of the ownership 
of the goods and its attendant risks. In selling on consignment, 
the title to the goods remains with the seller, whereas, in a 
memorandum sale, it passes to the buyer. In either case, the 
unsold portion of the goods may be returned to the seller without 
payment. 

Such a practice permits a store to sell goods before making 
payment and without assuming the risks of ownership. When 
purchasing large quantities for a sale, a store may buy m this way 
so that if the anticipated amount is not sold it can be returned. 
The chief disadvantages are as follows: (1) If purchased in the 
usual manner, such merchandise ordinarily could be obtained at 
a lower price, for the seller must be compensated for the risks he 
assumes in such selling. (2) Trouble may arise between the 
store and the seller over damaged or returned goods and over the 
question as to whether the store has put sufficient sales effort 
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behind the goods. (3) It is easy to overbuy and so load up the 
store with slow-selling merchandise. (4) Especially in the case 
of consignment buying, the merchant sacrifices much of the 
control over his own business and stock and may be under a 
handicap in meeting the competition of rivals who own the 
merchandise on their shelves. 

Discounts — There are three major forms of discount that may 
be of significance to the buyer m arranging the terms on his 
purchase. These are: (1) trade discounts; (2) quantity dis- 
counts; (3) cash discounts. 

Trade Discounts — A trade discount is a reduction, or discount, 
from the list price given to all buyers of a certain class or category. 
It is sometimes called a “functional” discount, for it presumably 
is given to a particular class of buyers to cover the cost of per- 
forming their part, or function, m the distributive process For 
example, a manufacturer may give a retailer one discount from 
the list price, which is often the suggested retail price, and give a 
larger discount frem the list price to a wholesaler. 

A trade discount may be stated as one discount, as, for exam- 
ple, “less 40 per cent,” or it may be given as a chain of discounts 
as “less 30 per cent, 10 per cent, 6 per cent.” In the case of the 
chain of discounts, the buyer finds the net amount to be paid by 
taking 30 per cent from the billed list price, 10 per cent fiom the 
remaining balance, and 6 per cent from the second remaining 
balance. Thus a tiade discount of 30 per cent, less 10 per cent, 
less 5 per cent on an invoice of $100 would mean a net amount to 
be paid of $59.85. The amount to be paid also may be figured by 
the “on” percentage method. An “on” percentage is a percentage 
figure that can be applied to the list price to obtain the actual 
cost ^ For example, a vendor may give a trade discount of less 
30 per cent, 15 per cent, 5 per cent The “on” percentage may 
be figured as follows: 

100 % - 30 % = 70 % 

100 % - 15 % = 86 % 

100 % - 5 % = 95 % 

0.70 X 0.85 X 0.95 - 0.66525, or 66.625 per cent, the “on” 
percentage. If the list price is $300, the actual cost is 56.625 

1 Bbisco and Wingate, op- oit , p. 389. 
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per cent of that, or $169.58. The "on” percentage simplifies 
calculation if the store handles many invoices bearing the same 
trade discounts. 

In some cases, discounts off of list price are used to change 
prices without changing quoted or catalogue prices For a 
vendor, such as a hardware wholesaler, who handles thousands 
of items, it is very expensive to put out a catalogue. Thus, 
when, prices change, instead of sending out a new catalogue, the 
vendor may simply change the discount off of list price. If 
prices are higher, he can lower the discount; if prices are lower, 
he can pass this change on to his customers by increasing the 
discount.^ Such foims of discount are not strictly trade dis- 
counts which are, as already pointed out, in the nature of func- 
tional discounts given to specific classes of trade, however, the 
discounts given to adjust catalogue prices are similar in form and 
are handled as trade discounts in determining the actual cost of 
the goods. “ 

Quanhty Discounts . — A quantity discount is a reduction in 
price given in return for the purchase of a given amount of 
merchandise. This may be given either upon (t) the amount 
purchased in a single order or upon (2) the total quantity pur- 
chased during a given period. The second form of quantity 
discount is sometimes termed a “patronage discount.”® Under 
the Robinson-Patraan Act, quantity discounts are limited to the 
actual saving that the quantity purchase makes possible to the 
seller.** 

The giving of some free goods with an individual order or in 
return for the buyer’s reaching a certain total purchase quantity 

1 If the discount is given in the form of a chain of discounts, he either 
rescinds one of the discounts to raise the price or adds another discount to 
lower the price. 

^ These discounts have been termed arbitrary discounts by some writers 
Such discounts may also be used by a vendor as a means of favormg certam 
individual customers within a tradmg group, a practice that is illegal under 
the Eobinson-Patman Act Malcolm P McNair, Charles I Gragg, and 
Stanley P Teele, Problems in Retailing, p. 181, McGraw-Hill Book Com- 
pany, Inc., 1937. 

® It may also be called a "deferred," "period," or “cumulative quantity 
discount.” 

‘ The Robmson-Patman Act applies, of course, only if mterstate trade is 
involved. 
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over a period is a special form of quantity discount, for the 
effect is to lower the cost per unit of the total merchandise 
obtained. The offer of free goods may take the form of an extra 
amount given free if a certain quantity is ordered, as one dozen 
bars of soap free with every gross ordered In other cases, 
merchandise of a different type than that ordered but which may 
be readily salable in the store is given free if a particular amount 
or combination of merchandise is ordered. The buyer must be 
careful not to overload his department or store through a desire 
to take advantage of free deals. 

Cash Discounts . — A cash discount is a percentage deducted 
from the billed price as a reward for paying the bill witliin a 
stipulated time. The chief purpose of the discount is to encour- 
age early payment. Such a discount can be taken by anyone able 
to pay, regardless of the quantity of his purchase. Where the 
terms 2/10, net 30 have been given, the 2 per cent discount 
allowed if the bill is paid within 10 days is the cash discount. 

The taking of cash discounts is highly desirable, for it is an 
important source of profit. Some retailers even go so far as to 
say that it gives them their only profit, for their expenses and 
incomes otherwise just about balance each other. If a store does 
not have ready money, it may profitably borrow at the bank in 
order to take advantage of a cash discount. This is shown by 
the following table, which shows what a few common cash 
discounts amount to when figured on a yearly basis. ^ 


Terms 
1/10, net 30 
2/10, net 30 
2/10, net 60 
2/30, net 60 


Annual Rate of 
Interest, Per Cent 
18 
. 36 
14 4 
24 


If a store makes a practice of discounting its invoices, it not 
only adds to the earnings of the business but also creates a favor- 
able impression on the houses with which it deals. Whether or 
not a merchant makes a habit of taking cash discounts is often a 


1 These are figured on the basis of 360 days in a year. To illustrate the 
method, in the case of terms of 1/10, net 30 the 1 per cent is received for 
paying 20 days early (difference between cash discount datmg and net term 
dating). There are 18 twenty-day periods m the year, thus the annual rate 
of interest 18 18 per cent (18 times 1 per cent). 
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good index of his efficiency of operation. The regular taking of 
cash discounts presumably indicates both a sound financial 
position and a recognition of the financial significance of cash 
discounts. 

When cash discounts as excessively high as 7 or 8 per cent are 
granted, they may be cash discounts in name only. Such a 
percentage would be an exorbitant penalty for the buyer to pay 
for late payment or from the standpoint of the vendor would be 
an exorbitant premium to pay for the early use of his money. 
It may be argued that these high discounts are in reality largely 
trade discounts ^ Where, through custom and competitive con- 
ditions, such high discounts are common, both the purchaser and 
the seller think of the discounted figure as the leal cost price 
instead of the price before the discount has been taken. Thus, 
high discounts make a strict enforcement of terms impossible. 

In order to force buyers to work for large discounts, some stores 
practice “loading They set a certain discount which the 
buyer must get on all purchases. If he fails to get this required 
discount, the store bills the goods to his department at the cost 
price plus the difference between the discount which the buyer 
got and that which he was supposed to get. If he is required to 
get a discount of 4 per cent on a $200 order and receives only the 
usual 2 per cent, the merchandise is charged to the department 
by the store's conti oiler at the loaded figure of $204 17. This is 
calculated as follows' 200 less 2% = $196 which is 96 per cent 
of the price at which the goods are to be charged to the depart- 
ment. If $196 is 96 per cent, then 100 per cent is $204 17. An 
easier, though less accurate, method of calculation is to add to 
the billed cost of the goods the difference between the required 
discount and the actual discount, giving, in the above case, a 
loaded price of $204. 

Other stores may give the buyer a personal bonus if he attains 
a certain percentage of discounts on his purchases. Either plan 
puts a strong emphasis on seeking large discounts. At times the 
seller will raise the price of his merchandise so that he can give 
the buyer the larger discount and still receive a certain cash 
price. 

1 Pot a further discussion of this point, see Bnsoo and Wingate, op. nt., 
p 399 

“ See thd , pp. 402-405, for a more detailed discussion of “loading.’' 
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Filling Out the Purchase Form- — ^Because an order to purchase 
goods is a contract that will bind the two parties, it should be 
made out with care. A formal order decreases the chance for 
misunderstandings, therefore, stores often require that all verbal 
or telegraphic orders shall be confirmed on the store’s regular 
order blanks 

These order blanks when filled out should show: (1) the name 
and address of the store and also the department number, if the 
order is from a large store; (2) specific date of delivery (important 
for fashion meichandise, especially where the goods may not be 
of value to the store unless received at a certain time); (3) a 
careful description of the merchandise to prevent later misunder- 
standings; (4) the method of shipment, whether by freight, 
express, or mail, and, if by freight, over what road if one gives 
better service than anothei , (5) a statement of shipping terms 
(if the goods are sold f.o.b. point of shipment the store pays the 
freight, and if they are sold f.o b point of destination the seller 
pays the freight)'-, (6) any special instruction that the store may 
desire to give. 

The order will be signed by the buyer and in some large stores 
countersigned by the merchandise manager. Other large stores 
expect the merchandise manager to countersign only those 
orders which total over a certain amount. A smaller store will 
make out at least two copies of the order. One goes to the 
vendor, the other is kept by the store. In larger stores, it may 
be necessary to make additional copies to go to various executives 
such as the merchandise manager, division merchandise man- 
agers, or buyeis 

* For a further discussion of shipping terms, see p 173 



CHAPTEE X 

RECEIVING THE MERCHANDISE 

All stores must set up methods for handling incoming mer- 
chandise and for preparing it for sale to customers. The basic 
activities involved in this receiving process are fundamentally 
the same in all types and sizes of store. The incoming goods 
must be received physically, checked to see that the proper 
items and quantities have been leceived, marked, and put in 
stock The specific form of organization for accomplishing 
these operations, however, varies among stores of different types 
and sizes 

In the smaller stores the receiving process is ordinarily an 
integral part of the buying activity. If the merchant himself is 
doing the buying for the store, he will be responsible for the 
proper receiving of the merchandise that he has purchased. 
If there is some departmentalization the department heads or 
buyers may provide for the handling of the goods for their respec- 
tive departments. 

As stores grow in size, more specialized handling of the incom- 
ing merchandise becomes necessary In the larger stores the 
receiving activity is usually centralized under one individual, 
who is responsible for the receiving organization necessary to 
handle properly all goods coming into the store. ^ This person 
is commonly known as the “receiving manager” but in some 
stores has the title of “traffic manager.”® 

Traffic Management. — In all stores, there is a need for the 
exercise of some traffic knowledge. The availability and use of 

^ For a discussion of the place of the receiving department in the large 
store organization, see 0. Preston Robinson and Norris B. Brisco, Retail 
Store OrganiBation and Management, p. 285, Prentioe-Hall, Inc., 1938. 

“ In some stores the traffio manager has chaige not only of the incoming 
merchandise, including returns to vendors, hut of outgoing goods as well 
Thus, he would supervise not only the receiving and markmg of merchandise, 
but also the storing, warehousing, and delivery operations For a further 
discussion of the traffic manager’s function, see “The Traffio and Receiving 
Manager,” Retail Executive, Nov. 29, 1939, p. 6. 
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adequate traffic information bring savings in transportation costs 
and lessen the shipping time in the receiving of merchandise 
For example, one store through the use of a furniture freight 
guide reduced freight costs about one-third and lessened the 
shipping time required for the receipt of the goods Some of the 
larger stores have this specialized -work of traffic management^ 
centered in an individual knovm as the “traffic clerk.”^ 

The chief duties of the traffic clerk include: (1) routing the 
merchandise; (2) auditing freight bills; (3) tracing shipments; 
(4) filing claims, (5) educating or instructing vendors. If a 
store does not have a traffic clerk, these duties are performed by 
others in the store, by outside help, or not at all. Frequently 
the buyer attempts to route the shipment, the receiving manager 
may try to trace a shipment, and the controller may file claims 
Some stores that do not have traffic clerks have their freight and 
express bills audited by an outside firm that specializes in such 
work. 

1 Routing the Merchandise — ^In the routing of the merchan- 
dise, the traffic clerk first must decide the type of transportation 
to be used For some fashion or seasonal goods, it may be neces- 
sary to use the form of transportation that will get them mto the 
store at the earliest date possible Thus the extra expense of 
shipment by express or parcel post may be warranted. The 
volume of goods transported by air express is rapidly increasing. 
Fashion merchandise is most suitable for this type of shipment, 
because of the importance of speed in getting such merchandise to 
the points of sale. In addition to the element of speed, there is a 
distinct advantage, especially with certain apparel items, in 
having the merchandise arrive with as little crushing as possible, 
ready for display at once In the shipment of goods that do not 
require special speed in delivery, some slower and less expensive 

1 The term '‘traffic management” is being used here not m the very broad 
sense of the supervision of the handling of all mooming merchandise (and, 
in some cases, outgomg goo’ds as well) but rather m the narrow sense of the 
handling of transportation pioblems m connection with incoming 
merchandise 

“ Sometimes this person is called “traffic manager”; this usage, however, 
may lead to confusion, for this title is frequently used to refer to an individual 
of much broader responsibility, the head of the receiving room or an execu- 
tive who supervises all receivmg, marking, stormg, warehousing, and, m 
some instances, delivery 



172 


PRINCIPLES OF RETAILING 


method of shipment might be specified, for example, railroad 
freight shipment or shipment by water 

The bulk of the shipments will be routed by freight. It may be 
desirable for the shipment to come over one railroad in preference 
to others This railroad may move the merchandise more 
quickly and more safely. Past experience may show that it is 
more prompt in allomng traffic claims. Pormeily the location 
of the railroad’s freight station in relation to the store was con- 
sidered in the choice of a railroad, but the development of store- 
door delivery^ has decreased the importance of this consideration. 
When an order is placed, the traffic clerk may place on it the 
instructions as to method and route of shipment. If the vendor 
fails to follow these instiuctions and a higher transportation 
charge results, the store is justified in deducting the difference 
when remitting to the vendor. 

2. AudtUng Freight Bills. — K second responsibility of the 
traffic clerk is that of auditing the freight bills of the store.® 
Overcharges are often made tlirough an incorrect freight classi- 
fication of the merchandise, through incorrect rates, or through 
incorrect calculations on the freight bill. Stores which audit 
their freight bills find that the refunds pay the cost of the 
audit and leave a substantial balance besides A store will not 
audit each freight bill as it comes in but periodically will check 
over all bills received since the last audit 

3. Ti acing Shipments — If a shipment is not received within a 
reasonable time after it should arrive, the buyer may ask the 
traffic clerk to trace this shipment. A record kept of past 
receipts will show how long it normally takes to receive the 
merchandise after the date of shipment as shown on the vendor’s 
invoice. It is wise for the traffic clerk to keep a regular record 
of delivery failures and to let the vendors know he keeps this. 
The actual attempt to follow or locate a shipment that has gone 
astray ordinarily is made by the transportation company, upon 
the request of the traffic clerk. 

4 Filing Claims . — A store frequently receives merchandise 
that has been damaged while in transit. Before entering a 
claim against the carrier, the traffic clerk should make certain 

1 Delivery of goods by tbe railroad at the atoie, rather than at the terminal. 

* Some stores have their freight bills checked by an outside concern 
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the merchandise was in good condition when shipped. If the 
outside of the package shows evidence of damage, the store 
should accept the shipment only after calling the carrier's atten- 
tion to the condition of the container and the possibility of 
damage to the merchandise that it contains. If the store has 
the carrier make a notation on the freight bill of the damaged 
condition of the shipment, it accepts these containers subject 
to the right to file a claim later for such damage as is discovered. 
Damage claims will be filed agamst the common carrier that 
delivers the merchandise to the store; for it is responsible to the 
store, even though the shipment also has passed over the lines of 
other cairiers. 

Many claims arise out of concealed damages or losses. The 
containers appear to be in good condition when received from 
the transportation company; but when they are opened, either 
there is a shortage of merchandise or some damage to the mer- 
chandise is discovered If this appears to be the fault of the 
carrier, the transportation company should be notified at once 
so that it can inspect the shipment and see for itself the condition 
of the meichandise If the loss or shortage is due to a fault of the 
vendor, the claim then is not against the carrier but agamst the 
vendor. The traffic clerk should make a careful investigation 
to determine which party is responsible for the loss or damage, so 
that the claim can be sent to the proper party. This is essential; 
for the store desires the good will of both the vendor and the 
carrier, and this is dependent upon their belief in the fairness of 
the store’s claims as presented by the traffic clerk. As a store 
develops a reputation for fairness in its dealings, it will find the 
carriers more willing to take its word m the statements made in 
claims. It is worth while to stiive for such cooperation 

In supporting its damage claim a store must file a number of 
documents. These include a certified copy of the invoice, the 
paid freight bill, the original bill of lading, and affidavits from 
the shipping house and the store. Some carriers require more 
affidavits than others. If the claims are for concealed loss, there 
must also be included a concealed-loss form from both the shipper 
and the store. 

In order to reduce the number of claims that must be filed 
against carriers, a store may shift that burden to the vendor by 
means of the shipping terms on the original order. When goods 
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axe shipped “f.o.b. destination,” the transportation company 
is acting for the vendor, who is paying the freight and who must 
file any damage claims. If the goods are sMpped “f.o.b. shipping 
point,” the store pays the freight and must file the damage claims 
By malcing the terms “f.o.b. destination, charges reversed,” 
the shipper pays the freight but is reimbursed by the store 
In this case, however, the transportation company is acting for 
the shipper who must therefore file any claims for damages 

Some stores take out transit insurance, for this facilitates 
the collection of damages. The insurance company will make 
payment promptly in case of loss, but it might be some time 
before the carrier would approve the claim. ^ The rate charged 
a store for such insurance will depend on that store’s past record 
as to the number and amount of claims. Express shipments 
under $50 in value are insured by the express company without 
extra charge. Parcel-post shipments may be insured by the 
government at a reasonable charge. 

Increasing cooperation between buyers and producers is help- 
ing to reduce transportation claims arising from faulty construc- 
tion and packing. Losses on vacuum bottles, foi example, have 
been greatly reduced since manufacturers began constructing the 
fillers with heavier glass. Savings have been realized also on 
improved methods of shipping furniture and porcelain Mail- 
order houses have taken the lead in this field by insisting that 
manufacturers construct merchandise which will withstand nor- 
mal traffic hazards. This campaign to reduce shipping damage 
IB gaining momentum and should prove of value to vendors, 
warehousemen, carriers, and buyers alike by ehminating, instead 
of shifting, the cost of damages in transit, 

5. Instructing the Vendors . — ^If shipments are properly marked 
by the vendors, such directions facilitate their receipt by the 
store. The written order for the merchandise will contain ship- 
ping instructions, but some vendors will not take the trouble to 
follow these. As a result the traffic clerk must call this over- 
sight to their attention and try to impress on them the need for 
complying with the store’s shipping instructions. 

» “Claims or damages on mooming goods are settled by insurance com- 
panies in thirty days on the basis of invoice price.” John W. Wingate, 
Manual of Retail Term, p 473, Prentioe-Hall, Inc , 1931. 
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The name of the vendor and the store’s department number 
should be on each container. This makes it easier to identify 
the shipment and the invoice which the store has for that mer- 
chandise. The greater the number of shipments a store receives, 
the more essential it is to have them properly marked for identifi- 
cation It is often the case that several departments handle 
similar goods, so that at times, even after an unidentified ship- 
ment has been unpacked, it is necessary to call the buyers of these 
departments to find out who ordered the merchandise 
The invoice should also contain the store’s department number. 
This makes it easy to associate the shipment and invoice with the 
original older A store may also instruct a vendor as to the way 
in which invoices are to be sent. Tor example, a store on the 
Pacific coast may specify in ordeis to Eastern vendors that 
invoices be sent by air mail. 

KECEIVING PROCEDURE 

Receiving Room. — At one time, stores had a practice of receiv- 
ing their merchandise upon the selling floor and placing it directly 
into stock. It was thought that a saving was made by having 
the sales force do the work of opening, checking, and marking 
the merchandise However, tins method naturally caused much 
confusion and untidiness on the selhng floor. In addition, this 
practice made it practically impossible to exercise any adequate 
control over the incoming merchandise or the invoices. When 
the department received the merchandise on the selling floor, it 
was seldom accurately checked; for the salespeople not only did 
not care for that type of work, but they were anxious to get the 
merchandise out where it could be sold. They felt it was their 
job to sell meichandise rather than to count it 

Also, the buyer frequently was careless of the invoice and did 
not get it to the store’s treasurer or controller in time to take 
advantage of the cash discount. If there were discrepancies 
between the invoice and the goods actually received, these often 
were not discovered or no record of the discrepancy was made on 
the invoice; as a result the full amount called for by the invoice 
was paid. 

As stores have come to recognize the necessity of adequate 
qqntrol over incoming goods and the invoices, it is only natural 
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that they have seen the need for a different method of receiving 
merchandise. Every store, regardless of size, should have some 
systematized method by which the merchandise and invoices are 
properly checked and controlled, from the time and point at 
which the merchandise is purchased until the goods are put on 
sale on the counter and the invoice is paid. In the small store 
such control does not necessitate an elaborate organizational 
setup, but it does require that the merchant plan and carry out 
orderly handling of the merchandise and invoices. There is the 
need for some .systematized routine, whether carried out by the 
merchant or delegated to an employee, that will provide sufficient 
control over the merchandise and invoices without at the same 
time causing too much delay in getting goods to the selling floor. 

A store can more easily exercise control over the incoming 
merchandise and invoices by having a separate receiving and 
marking room, where all merchandise may be received, checked, 
and marked m an orderly manner. This receiving room, or 
depaitment, ordinarily is located where the space is not valuable 
for selling In larger stores, it is usually on one of the upper 
floors, in the smaller store, it is more often located in the base- 
ment.^ This space should be separated from the rest of the 
store to prevent theft. If there is only one door for the use of the 
employees, it is easier to keep out unauthorized persons and to 
see that others do not remove merchandise before it is ready to 
leave the receiving room. 

All stores, especially those dealing in fashion merchandise, 
should be concerned with the problem of shortening the time lag 
between ordermg goods and actually selhng those goods on the 
floor of the store The possibility of depreciation on ordered 
merchandise increases with the delay in shipping and receiving 
and it thus is highly desirable for the store to eliminate the bottle- 
necks in its ordering and receiving procedure. Not only does the 
problem require a speed-up in the unpacking, checking, marking, 
and inspecting routine within the store, but it also demands that 

1 In the small store that occupies only the first floor of a buildmg, a por- 
tion of the rear of the store is ordinarily partly or completely walled off and 
used for receiving and stoiing of goods and other nonselling activities In 
any particular store the location and layout of the receiving space aie deter- 
mmed to a large extent by the physical structure of the buildmg m which, 
the store is operating. 
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the producer be impressed with the need for early shipping and 
that the carrier be urged to lessen its handling time. 

Another phase of the process of handling incoming merchandise 
which deserves attention is the return of goods to the sMpper. 
The speeding up of returns is nearly as important as the reverse 
process; yet in many stoies as much as twice the time is required 
to return as to receive merchandise 

Receiving the Merchandise. — The work of handling incoming 
goods can be divided into five steps or operations (1) the exami- 
nation of the containers and siginng of the receipt of the delivery- 
man, (2) recording the shipment on the receiving record; (3) 
checking the merchandise; (4) marking the meichandise, (5) 
distributing the goods to selling floors or reserve stock rooms of 
the selling departments. 

1. Ezaminahon of Containers and Signing of Receipt of Dehvery- 
man . — When the shipment is delivered at the receiving point or 
platform, the containers should be examined carefully to see if 
they show any sign of damage. If there is an indication of the 
container’s being broken or damaged, there is a possibility that 
the merchandise will be soiled or damaged, A notation of this 
condition should be put on the deliverman's receipt when it is 
signed, for this facilitates the filing of a claim if the goods after- 
ward are found to be damaged. ^ The number of packages 
received and the number shown on the driver’s receipt should be 
compared in order to make certain that all packages called for on 
that receipt are actually received by the store. 

2. Recording Shipment on Receiving Record — The second step 
in the handling of incoming merchandise is the recording of the 
shipment on the receiving record. This record may be either 
in the form of a large sheet with columns for the different informa- 
tion desired, on which a number of sliipments may be recorded, 
or in the form of separate slips, one for each shipment The first 
type is the moro common. 

The type of information provided for on the receiving record 
varies among stores. Such factors as the kind of shipment and a 
store’s system of invoice procedure affect the contents of the 
record.® When the shipment is entered on the receiving record, 

‘ See discussion, irx this chapter on “jPiling Claims ” 

* In large store, s, separate leoeiving records are kept on each classification 
of shipments, for example, one receiving record for freight shipments (mclud- 
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it is given a serial receiving number. This number also is 
marked on the shipment and serves as a future means of identifi- 
cation. In addition to the receiving number, the receiving record 
generally has space for recording the date of receipt, the number 
and kind of packages in the shipment, the name and address of 
the shipper, the number or name of the selling department for 
which the shipment is intended, the freight- or express-bill 
number, the weight, the transportation charges, the name of 
the carrier, and the date, amount, and register number of the 
invoice. If the invoice is not with the shipment, the invoice 
columns may have to be fiilled in afterwards ^ Some stores 
may want additional mfoimation on thoir receiving records, and 
others may require only a part of that given above. 

Every store should maintain some form of receiving record, 
for it provides a complete account of all merchandise shipments 
received. Should any disagreement arise as to whether or not 
a certain shipment has been received by the store, the receiving 
record will provide the necessary information, such as the date 
of receipt and number of pieces in the shipment. The receiving 
record guards against payment of an invoice before the mer- 
chandise has arrived in the store, provided, of course, that the 
invoices are checked with the receiving record before they are 
paid. 

3. Checking the Merchandise — ^Aftcr the shipment has been 
entered on the receiving record, it is sent to the receiving room 
where the goods are unpacked and cliecked. The majority of 
stores use the direct-check system of checking the merchandise. 
By this method the shipments are held in the receiving room until 
the invoices arrive so that the merchandise can be checked 
directly against the invoice sent by the vendor. As the mer- 
chandise is counted, the quantity is compared with the amount 
appearing on the invoice. If there is a discrepancy, the couijt 
can be verified. If there is a shortage, a claim will be made out 
against either the vendor or the carrier, whichever seems to be to 
blame. If there is an excess of merchandise, the method of 

mg rail and water), one for express slupments, another for paiool post, and 
another for local shipments. In smaller stores, one lecord for all shipments 
la sufficient. Manual on Receiving Depaitment Operations, p. 55, Traffic 
Group, National Retail Dry Goods Association, 1938. 

‘ As a rule, invoices do not accompany out-of-town shipments. 
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handling it will depend on whether the buyer wishes to keep it or 
return it. 

When the above method of direct checking is used, considerable 
savings may be made in the checldng operations by requiring that 
certain information appear on the invoices received from the 
vendor. For example, in one large store, by requiring that size, 
style, and color be enteied on the invoice of all goods delivered at 
the store, three people wore ehminated m the receiving and marking 
operations. The time required in getting merchandise to the 
selling floor also was reduced. 

A second method of checkmg used by some stores is the blind- 
check system. By this method the merchandise checker does 
not receive the invoice, which is held in the invoice office The 
checker either writes out the contents of the shipment on a blank 
form or records the quantities on a copy of the invoice^ which 
gives a description of the merchandise but not the amounts 
The blind-check form filled in by the checker is turned in to the 
invoice office, where the quantities lecorded by the checker are 
checked with the amounts shown on the invoice. 

The advantages claimed for the blind-check system are as 
follows: (1) It piovides a more accurate count. Because the 
checker does not know what amount to look for, he has to make a 
careful count of everything. For example, suppose there were 50 
articles of a particular type according to the invoice, but only 48 
were received. If the checker had the invoice before him when 
he counted 48, there would always be the temptation to consider 
the invoice correct and to check the invoice amount rather than 
to recount the articles. This argument for the blind-check 
system is weakened, however, by the fact that a large proportion 
of the shipments received by a store contain a paclang slip on 
which quantities are shown. ^ (2) It keeps a knowledge of the 
cost price of the merchandise from the checker. The value of 
this is doubtful, as many stores feel that there is no harm in letting 
the checkers have this information. (3) It insuies good physical 
control of the invoices. It is unnecessary for the invoice to leave 
the invoice office until it goes to the accounts payable office, and 
so it is less likely to be lost or temporarily imsplaced. (4) It 

^ If the invoice has not been received, the descriptive material to be used 
by the checker can be taken from a copy of the buyer's order 

“ Manual on Receiving Department Operations, op cit , p. 61 
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makes possible the checking of merchandise before the invoices 
have arrived. This is of particular importance if shipments 
needed immediately on the selling floor arrive in advance of the 
invoices. 

One objection to the blind-check system is that it prevents a 
loss or shortage from being shown at once. A loss or shortage 
does not show up until the checker’s list is compared with the 
invoice in the invoice office. By that time, very often the 
shipping containers have been disposed of and the merchandise 
has been marked and sent to the selling floor; therefore, there is 
little or no opportunity of rechecldng the shipment to determine 
whether the checker or the vendor is correct or whether the store 
has a claim against the transportation company ^ A second 
objection to the blind-check method is that it is apt to be slower 
and more expensive than the direct check against the invoice 
This IS largely due to the fact that additional operations are 
introduced in the checking procedure — that of making up the 
copy of the invoice (without quantities shown) or other form for 
the checker to use and the comparison of the checker’s listing 
with the invoice in the invoice office. Comparatively few stores 
use the blind-check system as the mam method of checking mer- 
chandise. Apparently the majority of stores feel that a well- 
supervised direct check gives adequate control over the checldng 
of merchandise and the handlmg of invoices with greater speed 
and economy of operation than could be obtained under the 
blind-check method 

Some stores use a combination of the above systems of checking 
incoming merchandise If the invoice has been received prior to 
the receipt of the goods or if it accompanies tho shipment, the 
shipment is checked as soon as received directly against the 
invoice. If the invoice is not on hand, a blind checlc is made. 
Even in those stores which may be said to use the direct-check 
method, the use of the bhnd-check is essential in the handling of 
shipments which are needed immediately on the selling floor but 
for which the invoices have not airived.® 

1 End , p 61. 

* The blmd-cheok method is widely used in the checking of ready-to-wear 
(except in the case of stores m New York City where vendors delivei the 
invoices with shipments) “This is done, first, because of the speed with 
which it must be handled; secondly, because of the detailed mformation 
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In the checking methods described, the checkers are respon- 
sible for the correctness of the quantity of each item in the 
shipment but should not be held responsible for checking the 
quality. The examination of the quality of the merchandise 
is a function of the merchandise division rather than of the 
receiving department. Ordinarily the buyer or his assistant 
inspects the quahty of the goods after they have been checked, 
but before they are marked. Some laige stores have special 
inspectors who are responsible for inspection and examination 
of quality Naturally the importance of quality inspection 
varies among stores. For example, m a store handling largely 
staple articles, m which most of the incoming goods are reorders, 
quality inspection may be relatively unimportant. On the other 
hand, in a specialty store handling women's ready-to-wear, 
quality inspection may be so important that it should be con- 
sidered separately as one of the fundamental operations in the 
receiving and handling of incoming merchandise 

4 Marking the Merchandise . — ^After the merchandise has been 
checked, it is ready for marking. There are three different 
methods or arrangements by which the merchandise may move 
from the checking to the marking process: (a) the stationary 
checking-marking table method; (6) the portable table method, 
(c) the bin method '■ 

When the stationary checking-marldng table system is used, 
both the checldng and the marking operations are performed on 
the same table This method reduces the movement 'tod 
handling of goods to a minimum. Also, it usually requires less 
space than do the other systems.® The chief objection is that 
buyers who are present to mspect the merchandise leady for 
marking have access also to merchandise which has not been 
checked and may remove some of this to the selling floor before 
it has been counted. 

In the portable table system the checking tables are fitted 
with wheels so that after the merchandise is checked the tables 


required by unit control records and for marking tickets, such as size and 
color, which are seldom shown on manufacturer’s invoice.” Ihid , p 59. 

‘ For a detailed treatment of the layout of the checking and marking area, 
see ihid , pp 42-46 

® The smaller store, especially, is likely to check and mark the goods on 
the same table. 
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can be moved into a separate marking room for the marking 
operations. There is a distinct division between the checking 
and marking sections or rooms, and only the checkers are per- 
mitted access to the checldng section. The portable table 
method eliminates the rehandling of the merchandise necessary 
in the bin system and yet prevents the buyers from having access 
to the unchecked merchandise as in the checldng-marking table 
system. The chief objections to this method are that tables tend 
to become bunched and that merchandise which is needed may 
be delayed temporarily in the checldng room because a table 
load has not been acquired. 

In the bin system the checking and marldng sections are 
separated by a line of trays, or bins, which are open at each end. 
As the merchandise is checked, it is passed through the bins into 
the maiiang loom, or section. This system allows a direct flow 
of merchandise and also keeps the buyers and markers out of the 
checking section Its chief disadvantage is the necessary extra 
handling of the goods. Also, in some instances, the contents of a 
number of shipments become mixed in the bins, and their 
rearrangement delays the marking process. 

The problem of getting merchandise from the checker to the 
marker often is not so simple and certain a matter as the previous 
discussion may have suggested. Unless the movement of goods 
from checking to marking is carefully planned, shipments may 
be confused, parts of shipments misplaced, and other disturbances 
caused in the routine of the checking and marldng sections. In 
connection with the use of any one of the three methods, or 
systems, discussed, it is important that the layout of the checking 
and marking sections be arranged to facilitate as much as possible 
(considering, of course, the need for accurate control) the free 
and rapid passage of the merchandise to the reserve stock rooms 
or the selling floor. 

Importance of Proper Mai king. — ^Proper marldng of merchan- 
dise is an aid in the selling of goods and is essential in the account- 
ing and control activities of the store. When a salesperson is not 
immediately available, the price and other information properly 
placed on an article frequently serve as an effective “silent sales- 
man.” Legible marking of the goods also is of help to the sales- 
man, for he cannot be expected ordinarily to know the exact 
Price of every article in his department; thus, he is less apt to 
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make errors that result in goods being sold at incorrect prices. 
Also, with the price appearing plainly on the ticket the sales- 
person may not have to mention price and thus can spend his 
time on the qualities of the merchandise itself 

The accurate and legible marking of goods is also impoitant 
from the standpoint of the accounting and control activities of 
the store For example, inaccurate and illegible mar king of 
merchandise will lead to errors when physical inventories are 
taken. Or if the store is obtaimng information from the stubs of 
price tickets to determine what price hnes, sizes, colors, etc , are 
selling, it is essential that the marking of the price ticket be 
accurate, complete, and legible if the data obtained from the 
stubs are to be usable 

The extent to which goods are individually marked and the 
amount of information to be carried on the price ticket vary 
considerably among different kinds and sizes of store. In some 
stores and in certain departments of large stores, each article 
will carry some form of price marking. On the other hand, 
there are certain small articles that when assembled in the same 
container or compartment of a display case or counter (as in 
a variety store) are sufficiently marked by the use of one price 
ticket. In some instances, merchandise is hulk-marked at the 
time it is received; that is, the price is marked only on the large 
packages, and the individual articles are marked later when sent 
to the selling floor. ^ 

A price ticket should carry the information necessary for the 
customer and the store but no more than is absolutely necessary. 
This is to save time and cost in making out the ticket. Also, the 
less that appears on the ticket, the easier it is for the customers 
and store employees to grasp that information. Some tickets 
show only the retail price; others contain additional information 
for store-record purposes or give special information to the 
purchasers. 

Source of Price Information . — ^When the goods have been 
checked and are ready to be marked, the markers must be sup- 
plied with the information to be placed on the tickets. This 
may be done by giving the marker the invoice with the retail 

1 This method, which is also termed “deferred markmg,” may save oon- 
siderable re-marking of individual items in the case of merchandise subject 
to frequent retail-price changes 
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price indicated opposite each item. If the invoice is retained in 
the invoice office, a copy of it (with the retail prices indicated) 
may be given to the marker. In some instances the buyer may 
simply mark the price on a sample of each lot of merchandise to 
be marked. 

Cost Codes . — The larger stores that use the retail method of 
inventory may not enter on the price ticket the cost of the mer- 
chandise, for it IS not necessary according to that method of 
figuring inventoiy.i However, in the many stores operating 
on the cost method of inventory the cost price must be .shown on 
the price ticket, for it is necessary m the taking of an inventory. 
The stores that show the cost price on the ticket write the cost 
price in code in order to keep this information from their cus- 
tomers and salespeople. 

One method of writing the cost in code is to use a word or 
phrase of 10 letters, no one of w'hich is repeated The letters are 
each given a number, usually starting from the left. An example 
would be 


FANCY BIRDS 
12346 67890 

The cost of $1.30 would be written FNS. Where a number is 
repeated, some other letter such as X may be written to show the 
repetition; thus, $1 15 would be written FXY. 

Another method is to use a pnee book, each page being num- 
bered and each line on a page having a number Thus the cost 
code of 47-20 might mean the price that appears on Ime 20 of 
page 47 of the cost-code book. 

Another method of making a cost code is to change the actual 
cost by subtraction, addition, multiplication, or division, often 
placing an additional number as a prefix before the code. For 
example, a code might be used in which the first figure is to be 
subtracted from each of the succeeding one.s to get the cost price; 
thus, 2352 would indicate a cost pnee of $1.30. 

Some stores write the cost price by using in place of the 
numerals the first two letters of the word, as follows : 

* In fact, arguments are advanced by some retail executives agamst 
puttmg a cost code on the ticket when the store is on the retail method of 
inventory. See Manual on Receiving Department Operations, op. at , p. 63 
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ni 
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.t6 

5 

fi 

Decimal point 

po 

6 

B1 




By this method, $2.85 would be written as “twpoeift” or simply 
as “tweifi” if it is considered unnecessary to indicate the decimal 
point. 

Many other t3fpes of cost codes can be worked out through 
using certain sj’'mbols or arbitrary groups of letters or numbers, 
one for each digit or for each cost price. Since most codes can 
in time be figured out by either customers or salespeople, a store 
may find it desirable to change price codes at intervals. 

Other Information on Price Tickets . — The date at which the 
merchandise was put in stock may appear on the price ticket 
The ob]ect of this is to show up slow-selling meichandise so that 
special attention can be given to it through pnee reduction or 
special selling effort which mil speed up the late of turnover 
In some departments, such as furniture, it may be necessary to 
show only the season. Thus, A may refer to the first half of the 
previous year, B to the last half, C to the first half of this year, 
etc. If the month also is wanted, A2 would refer to February of 
last year, the second month of the first half of last year. If the 
store does not use letters to show cost, it may give each month a 
letter The last few letters of the alphabet might each represent 
a year. Foi example, the letters L to W might represent the 
months and the letters X, Y, and Z the years. If the months 
arc lettered consecutively and X stands for 1941, the combina- 
tion 15NX would mean Mar 16, 1941. 

The buyer may also want to know the source of the mer- 
chandise. This can be put on the price ticket by giving a 
number to each selling house from which the buyer purchases 
Other stores wUl place on the ticket a number that refers to 
the invoice sent with the goods or to the store’s copy of the order. 

The price ticket may also carry information concerning style, 
size, and color of the merchandise to which it has been attached. 
Where two departments are carrying similar merchandise, the 
price ticket may also carry the department number ^ The 

>■ With some types of goods the price ticket may also carry washing instruc- 
tions or other mformation about the care of the article 
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following example shows the manner in which some of the above 
material might be shown on a price ticket. 

HUTTON DEPT STORE 
Bloomington 
A2 42 

4,30 NI^ 

$5.00 

Explanation op Third Line 

A 2 — date when merchandise was put in stock — second month (February) 
of first season of 1940 

42 — ^number of the manufacturer from whom merchandise was purchased 

Explanation of Poukth Line 

4 — code letter representing color — ^red. 

30 — code letter representing size — 30 

NRS — cost of merchandise — $3 80. 

Explanation op Fifth Line 
$5 00 — retail price of article 

Marking and Attaching Ticket . — Different types of price 
ticket have been devised for different types of merchandise.^ 
On some things, such as crockery, it is a gummed label. On 
others, it may be a pin ticket. Still other types of merchandise 
may have the ticket sewed on In order to discourage the prac- 
tice of talcing out clothing, wearing it, and then returning it to 
the store, a type of price ticket is often used which cannot be 
put back on the article without showing that it has been removed. 
Because the ticket is on the outside of the garment, the garment 
cannot be used without removing it. 

Stores used to write out price tickets by hand. To make it 
harder for salespeople to change the price ticket, a colored ink 
was used. Because a printed or typed ticket is not only harder to 
change but also neater in appearance, they are now being used 
more than handwritten tickets. If only a few are to be made, 
they may be prepared by using a hand stamp. If any quantity 

1 For a detailed disoussion of the groat variety of methods of price marking, 
see Manual on Receiving Department Operations, op cit. Pages 66-73 of 
this manual give the suggested price maiking (type of price ticket recom- 
mended, method of attaching, and the location of the ticket on the merchan- 
dise) for a large number of merchandise items 
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of price tickets is to be made, a regular marking machine will be 
used. 

Re-marking of Merchandise, — In addition to the original mark- 
ing of the goods when they come into the store, re-marking of 
some articles becomes necessary owing to: (1) price revisions 
(for example, markdowns) ; (2) the need for re-markmg customer 
returns, exchanges, and refunds; (3) the need for replacing soiled 
or mutilated price tickets. The leceiving and marking depai’t- 
ment, if the store is large enough to have one, may perfoim the 
entire re-marlang operation, or it may be given a partial control 
over it.^ In some cases, however, the re-marking is done by 
salespeople under buyer supervision. The chief argument for 
centralizing the responsibility for re-marking in the receiving 
department is the probability of better control. 

6. Distributing the Goods to Selling Floor or Reserve Stock 
Room — The final step in the handling of incoming goods is the 
movement of the merchandise from the receiving department to 
the selling floor or to a reserve stock room.® Prompt distribution 
is a necessary part of an efficient receiving process If marked 
goods are not moved promptly, not only may sales of those items 
be lost but other merchandise as well may be slow in reaching 
the selling floor because the receiving room becomes congested 
and the entire receiving operation is slowed up. The goal of the 
entire process in the receiving department is the prompt and 
continuous flow of merchandise from the point at which the 
goods are received into the store to the selling floor. 

INVOICE PROCEDURE 

The invoice is the itemized bill for the merchandise, sent to the 
store by the vendor, that shows the vendor’s charge against the 
store There is the same need for speed and control in the hand- 
ling of invoices that there is in the receiving of the merchandise 
itself. Because invoices must be paid within a certain time if 
the cash discount is to be received, the store should prevent 
delay in handling them. Another reason for eliminating delay 

^ If the re-maiking is performed by the leoeivmg department, the goods 
may be returned to the receiving room for re-markmg or the process may be 
carried out in the selling department by representatives of the receiving 
room. 

^ The stock carried on the aellmg floor is called “forward stock ” 
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in the handling and payment of invoices is that the store wants 
a reputation for prompt payment so that the wholesaler or 
manufacturer will consider it as a desirable customer; thus, 
the store may be offered exceptional buys that are not offered to 
the general run of the firm’s customers. Another reason for 
invoice control is to prevent any duplication in payment of an 
invoice. As a systematic method of invoice procedure is fol- 
lowed, there results a saving of time and effort in locating a 
missing invoice. 

In many stores, as soon as possible after invoices are received, 
they are recorded on an invoice register. This record is for 
control purposes, for it provides a basis for following up invoices 
that are delayed or lost in the merchandise receiving department 
The invoice register is usually m the form of a sheet with columns 
for the different kinds of information desired. The information 
usually called for includes the date of the invoice, the register 
number, the date received, the vendor’s name, the amount, and 
the date when the invoice is returned from the receiving room,^ 

There may also be a certain amount of infoimation that the 
store desires to place upon the invoice itself. A form, or rider, 
called an apron may be. attached to the invoice to carry this 
information. Another method is to stamp a form on the back 
of the invoice that provides the necessary space for notations. 
There is considerable variation among stores as to the notations 
required on the invoice (or the apron attached to it) ; but these 
usually include at least the invoice register number, the trans- 
portation charges, the date received, and the signatures of the 
various people who handle the invoice ^ Invoice aprons may be 
of different colors or have other distingiushing marks to indicate 
that the invoices to which thej'- are attached belong to special 
groups. For example, a pink apron might indicate an invoice 
for the basement store, or a blue one might be used to show that 
the invoice is strictly a 10-day bill. 

1 In some cases the register may contam other information, such as the 
department number or the receivmg-record number 

“ In a large store, there are many things to check befoie a vendor’s mvoice 
is paid An apron containing the items oi pomts to be checked may be 
attached to the mvoice to faeditato the work of checking This method 
definitely fixes responsibility for eheckmg the mvoice, inasmuch as failure 
to check an item will show up because the space for the signature of the 
individual cheekmg that point will be blank on the invoice apron 
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After an invoice has been registered and an apron has been 
attached to it (on the assumption that an apron is needed), it 
should be checked against the store’s or the buyer's copy of the 
original order to make certain that the vendor has billed the store 
for merchandise in the amounts and at the prices specified in the 
order. The shipping instructions and terms on the invoice should 
also be checked with those on the order. If at the time the order 
is made out special notations are placed on it that may be impor- 
tant in the proper handhng of the invoice, this information should 
be indicated on the invoice by the order checker (the individual 
checking the invoice against the order). For example, any 
special instructions as to routing of the shipment should be 
transferred to the invoice. Then when the invoice is checked 
against the receiving record, any violation of the store’s routing 
instructions will be apparent and provision can be made for 
charging back to the vendor any excess transportation charges.^ 

The invoice is next checked against the receiving record to see 
whether or not the shipment for which the store has been billed 
has been received. If the receiving record shows that the ship- 
ment has arrived, a notation is made on the invoice or invoice 
apron. The transportation charges should be noted on the 
invoice 

After the invoice has been checked with the receiving record, 
it IS turned over to the merchandise checkers, who see that the 
actual merchandise, item by item, is in the shipment as called for 
by the invoice.^ A lock file is often used to hold the mvoice 
after it is checked with the receiving record This is ordinarily 
in the form of a small board upon which the invoices are held by a 
loclcing device that permits use of the invoices on the file but 
prevents their removal by checkers, markers, or buyers; thus, 
it eliminates the misplacing or the defacing of invoices. 

After the invoice has been chocked against the actual mer- 
chandise, the buyer “retails” it and approves its payment By 
retailing an invoice is meant the process of placing opposite 
each item on the invoice the planned retail price for that item. 

^ Ma!nual on Receiving Department Operations, op di , p. 67 

® On the assumption that the merchandise is checked directly against the 
actual invoice As discussed earher in this chapter, the invoice may be kept 
m the invoice office, and the checking may be done by the blmd-check 
system. 
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This is generally done by the buyer at the same time that he 
inspects the quahty of the merchandise 

Instead of having the buyer retail the invoices, some stores use 
a preretailing method. Under this plan, when the buyer makes 
out a merchandise order, he places the retail prices on all copies 
of the order except the one going to the manufacturer. Then 
when the vendor’s invoice is received, the order checker transfers 
the retail prices from the store’s or buyer’s order to the invoice. 
This method makes it possible for the receiving department to 
mark the goods promptly without waiting for the buyer to retail 
the invoices. However, for many lines of goods preretailing 
may not be desirable. For example, on the purchase of fur coats 
the buyer could set the retail prices much more intelligently after 
an examination of them than he could before he had seen them.^ 

Stores that use the preretaihng method ordinarily permit the 
marking of the merchandise without reconsideration by the 
buyer after receipt of the goods only on staple lines of merchan- 
dise. On fashion merchandise the buyer has to reconsider, after 
examination of the goods, the retail price placed on the order 
(and transferred to the invoice) and either approve it or change 
it. There is considerable difference of opinion among store 
executives concerning the desirability of preretailing * How- 
ever, the use of the method has been growing and there are many 
lines of merchandise in winch it is now being widely and, appar- 
ently, successfully used. 

After the invoice is " retailed,” it is used by the markers as a 
guide in marking the price tickets. This is on the assumption, 
of course, that the markers get their information directly from the 
invoice. As previously indicated, the invoice may be kept in the 
invoice ofihee and the markers may get price information from 
a dummy invoice or from samples of the merchandise marked 
by the buyer. 

As each person who handles the invoice passes it on to the next 
person, he signs the apron or stamped form to show that he has 
performed his function and that the invoice is leaving his hands 

‘ Preretailing may be impractical also in the case of goods of frequently 
varying price. 

“ One of the advantages from a merchandising standpoint that is claimed 
for preretailing is that it causes the buyer to think m terms of the retail price 
when be is purchasmg the merchandise, 
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When the invoice has passed through the complete procedure, 
the signatures on it are checked to make sure that everyone who 
should have had the invoice has really had it. 

Finally the invoice is sent to the accounts payable office, where 
it is figured and the proper amount charged to the department or 
departments getting the merchandise and the proper figure 
credited to the vendor’s account. 

Summary. — ^As pointed out at the beginning of this chapter the 
basic operations involved in the receiving process are funda- 
mentally the same in all lands and sizes of store. However, from 
.the preceeding discussion, it should be clear to the reader that the 
numbei and order of steps in the receiving of merchandise and the 
handhng of invoices would vary considerably in different stores. 
The particular system or routine for handling incoming merchan- 
dise must be adapted to the needs of the individual store. The 
goal of the receiving operations should be to provide adequate 
control of the merchandise and invoices with the minimum delay 
in getting merchandise to the selling floor and with minimum 
handhng costs consistent with proper control. 
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PRICING THE MERCHANDISE 

The pricing of the goods or services offered for sale is one of the 
fundamental problems of retailing. The success of every retail 
establishment depends to a considerable degree upon the accuracy 
with which this pricing is done. The merchant desires to set the 
prices at the point that will bring the highest net return; this 
involves not only a consideration of the price per umt article 
but also the number that would be sold at the different prices 
per unit. If the price the merchant places upon the goods is too 
low, his profit will not be so large as it should be or it may 
disappear entirely. On the other hand, too high a price will 
mean fewer sales and therefore a loss of potential profits. No 
merchant or store buyer can in all cases determine the selling 
price that is exactly right, for there is no simple rule or formula 
by which a retailer can determine the prices at which the 
goods should be offered. However, for his merchandising opera- 
tion to be successful a retailer must use sound judgment in 
evaluating the relative significance of the various factors affecting 
the price that should be placed on the goods originally and must 
make prompt adjustments should the original price estimates 
prove to be incorrect. 

Factors in Retail Pricing. — ^Among the many factors that a 
merchant might consider in determining the retail price of an 
article, the following are of chief importance: (1) the cost of the 
goods and the costs of selhng them; (2) the rate of turnover of the 
article; (3) the possible markdowns in price or shrinkage in 
quantity before the merchandise can be sold; (4) the desii ability 
of the goods from the viewpoint of the customers; (5) the elas- 
ticity of the demand for the article; (6) customary prices; (7) 
the competition of other retailers; (8) price lines; (9) psychologi- 
cal effects of the prices; (10) legal restrictions upon the pricing 
freedom of the retailer. 
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1. Cost of Goods and the Selling Costs . — The cost of the mer- 
chandise plus its share of the total costs of the store set the 
lower limit below which the selling price may not fall without 
loss to the store. If, for special reasons, some goods are sold at 
less than this lower limit, the deficits on these goods must be 
made up in the sales of other merchandise, because the retailer 
must get back at least all merchandise and operating costs or 
fail m business.^ 

Costs must not be overemphasized as factors in fixing the 
prices. If the retailer adds to the cost of his merchandise an 
amount to cover the estimated selling costs and a reasonable 
profit, he gets an estimated pnce that is highly desirable from his 
standpoint. It is the proper price, however, only if it is also 
attractive to his customers; whether or not this is trae depends 
upon the prices of competing stores, the desirability of his partic- 
ular merchandise, and many other factors. For example, if the 
merchant has paid too much for certain merchandise in the whole- 
sale market in relation to the prices at which other stores have 
been able to secure comparable merchandise, the estimated 
retail price arrived at in the above-described manner will be too 
high for the goods to sell competitively On the other hand, 
if the retailer succeeds in obtaining in the market an unusually 
desirable article (from the customers’ viewpoint) that his com- 
petitois do not obtain, he may be able to sell the article satis- 
factonly at a price that not only covers all costs but in addition 
leaves an unusually large net profit on the goods. The mer- 
chant’s information on costs helps him in determining the lower 
limit of profitable selling, but the exact price at which an article 
is to be sold ordinarily must be determined by other factors or 
considerations. 

2. Bate of Turnover . — The promptness with which articles sell, 
or their turnover, is an important consideration in their pricing. 
A merchant may be willing to make less profit on each sale of 
articles with a high turnover because he receives this profit more 
frequently. For example, if a merchant expects a $6 profit on 
a line of goods during a particular period and only one item is 
sold, the markup must be high enough to return the $5 net profit 

1 That is, over a period of tune. A merchant might operate for some time 
at a loss and stiU continue in business; however, even then the business would 
be a failure in the sense of showing a loss. 
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on the one sale. On the other hand, if two units were sold during 
the period, the same total profit could be made by obtaining 
only $2.60 profit on each of the units sold. 

A smaller markup over cost may also bo possible with a faster 
stock turnover, because an increase in the rate of stock turnover 
ordinarily decreases certain operating expenses and tends to 
lessen the amount of markdowns (or, in some goods, the amount 
of physical shrinkage or spoilage).^ Thus a lower original price 
on the merchandise may result in a satisfactory net profit and 
at the same time provide the merchant a competitive advantage 
in the sale of his goods. 

8 The Possible Marltdowns ^n Price or Shi inkage in Quantity , — 
In many lines of merchandise, it is likely that part of any amount 
of goods purchased by the store will be sold only after marked 
down from the original price. This is especially true in the case 
of fashion goods. Thus, in setting the original price on such 
merchandise, the price is set high enough to allow for later 
markdowns. 

Particularly in the case of food products, there may be physical 
shrinkage or deterioration of the articles that should be allowed 
for by the merchant. For example, in determining the retail 
price of fresh vegetables per pound, the grocer may consider the 
probable loss in weight in the selhng process. 

4. Desirability of Article from Customer Viewpoint . — ^What the 
customer is willing to pay depends primarily upon the desira- 
bility of the article from her standpoint. It may be the beauty, 
the exclusiveness, the usefulness, or other quahties that make 
the article desirable to the customer. For example, when a 
particular style in clothing is new and not common, the article 
of clothing can be sold at a much higher price than when every 
store has plenty of such goods, largely because the element of 
distinctiveness makes the article particularly desirable. 

Because salespeople continually are coming in contact with the 
store’s customers and are hearing their comments on goods, they 
should be able to judge “what the trafiic will bear,” that is, what 
price the public will pay. Thus, many stores ask their more 
experienced salespeople to suggest the selling price on merchan- 
dise, especially fashion goods, and then take those suggestions 
into consideration when the price is actually set One large 
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store used a direct-mail campaign as a new way of finding out 
what their customers wanted to pay for a wide assortment of 
merchandise The store sent out a list of the merchandise to 
be featured in January and February sales. Each item was 
followed by three prices and a space in which the customer could 
write in her own price if she desired. The customers were asked 
to check or write in the prices that would interest them. The 
direct-mail piece carried the headmg “Your ideas are more 
important than ours on this.” 

5. Elashcity of the Demand for the Article . — ^Because the retailer 
desires to get the highest net return, he is interested not only in 
the price per unit but also in the probable sales at the various 
possible prices per unit. Thus the elasticity or inelasticity of 
the demand for an article is an important consideration in the 
determination of its price. If, at a lower price, so many more 
units of an article are sold that the total dollar sales are larger 
than they would be at the higher price, the demand is elastic 
For example, suppose that at 70 cents 600 units of an article were 
sold, giving a total sales return of $350. If, at a price of 65 cents, 
600 units could be sold, the sales total would be $390. On the 
other hand, if the demand were inelastic, the lower price would 
result in a lower total-dollar-sales figure. For example, if at the 
65-cent price only 520 units were sold, the total sales would be 
$338. 

The desirability of a relatively high or low price on an article 
involves, of course, not only a consideration by the retailer of the 
effect upon the sales volume, but also the likely results so far as 
dollar gross margin and operating expenses are concerned 

6. Customary Prices — Goods may have customary prices. 
Customers have acquired the habit of paying certain prices and 
expect to find the articles at these prices. It is often difficult 
to sell the goods for more than these prices, and, conversely, most 
customers do not expect to buy the merchandise for less than the 
customary prices; hence, the retail prices often remain constant 
in spite of marked variations in costs of production and selling 
In some cases, instead of varying the retail price of articles, 
changes are made in the quality or quantity offered at the cus- 
tomary price. For example, during the depression years follow- 
ing 1929, many candy manufacturers continued the sale of the 
6-cent bar but increased the size of the bar. 
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7. Competition of Other Retatlesrs — The merchant must con- 
sider his competitors’ prices. When he is appealing to the same 
class of trade and rendering the same service, it is difficult for 
him to obtain a higher price than his competitors are asking for 
similar goods. In somo instances, because of the customers’ 
ignorance of competitive prices on certain articles, a retailer may 
be able to get a higher price than his competitors for a time 
Hov/ever, this selling above competitors’ prices is certain to 
cause ill will among customers when discovered. If one store 
sells on a cash-and-carry basis and another extends credit and 
delivers, these two stores are not rendering the same service, 
and thus the prices on similar merchandise might be expected to 
vary by the difference in the service costs. 

8. Price Lines — If a store has definite price lines, they must 
be considered in determining the pnce put on the merchandise. 
If the store sots the retail prices simply by adding a certain markup 
to cost, one suit, for example, might be priced at $38.50 and 
another at $41; but because the store believes in selling at a few 
price hnes only, both suits would be marked at the nearest price 
line, which might be $40.^ For those lines of merchandise sold 
at well-defined price lines the procedure essentially is not one of 
buying goods and then determining at what price they should be 
sold but rather of buying backward from a retail price. That 
IS, the prices at which the goods are to be offered are predeter- 
mined, and the buyer looks for merchandise suitable for sale at 
the regular price lines and that can be bought at a cost price that 
will allow a satisfactory markup. 

The practice of selling merchandise at only a few defined price 
lines has certain selling and other advantages from a merchandising 
standpoint,* but it has some limitations from a pricing viewpoint 
It often is possible to mark up the price of an article a few cents 
ivithout increasing the sellmg effort required or deci easing the 
sales volume; such small adjustments in price are not possible 
in most cases if goods can be sold only at the various price lines. 
These small additional amounts look insignificant, but they often 

1 On the assumption that there are no other factors, such as unusually 
good quality, which would make it desirable to place one or both of the suits 
in some other price line. 

* See discussion of price lining in Chap VIII, p. 128. 



PRICING THE MERCHANDISE 


197 


represent a substantial addition to the net profit on an item. For 
example, suppose that a $1.95 price on an article is raised to $1.98 
without any effect upon the selling costs involved or the sales 
volume. This is only a 3-cent increase, but it yields an additional 
net profit on the article of 1.5 per cent of the sales figure In 
some cases, it may be possible to raise the price line itself; but 
that IS often undesirable, especially if the piice line is well estab- 
lished with the customeis of the store. The use of standard 
price hues also may make it more difficult for the store to meet 
competitors’ prices. The pricmg of goods in definite price lines 
also complicates the problem of pricmg during periods of rising or 
falling price levels. Either changes must be made in the standard 
price lines or additional ones added, or adjustments must be made 
in the quality offered at particular standard prices 

9. Psychological lUffects of the Prices . — Certain prices may have 
psychological effects upon the customers At times, goods may 
be priced so low that the customers doubt their worth and so 
refuse to buy.^ If re-marked at a higher price, the same goods 
may sell readily, because the customers no longer have this doubt 
aroused by a low price. 

Some merchants price goods at odd figures believing that this 
helps the sale of the articles. For example, it is asserted that to 
many people a price of $4 95 seems to be a dollar lower than $6, 
because the dollar figure gets greater attention than the cents 
figures. The psychological difference between $3 86 and $4 
may be much greater than that between $4 and $4.15 although 
the actual difference is the same in both cases. If an article is 
priced at 22 cents, it seems to have been figured down from 
25 cents. 

The general practice of using odd prices tends to center atten- 
tion on price economy and implies that the store is shaving off 
the last cent of the retail price for the benefit of the customer. 
The practice also helps prevent dishonesty on the part of the 
salespeople because the odd price ordinarily requires the making 
of change, which means that the salesperson usually has to record 

* In the purchase of many goods, the average customer has little, if any- 
thmg, in the way of definite standards by which to judge the quality of the 
goods offeied to her. Thus, she tends to judge quality in many cases almost 
entirely by the price placed on the goods 
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the sale. Some stores believe that, because odd prices make it 
necessary for the customer to wait for change, their use gives 
the salesperson a chance to suggest additional purchases. 

There is considerable difference of opinion among retail execu- 
tives as to the real value of odd prices, especially so far as their 
psychological value is concerned Some executives feel that a 
price just under a unit stiU appears to the customer very much 
like the unit amount, that is, that 11.95 appears very much like 
$2. Experiments have shown that, in some stores, certain prod- 
ucts sell as well at even-unit prices as at odd prices and that, in 
some cases, sales are unaffected by changes of the price even as 
much as 10 per cent above the even-umt price. Thus, it appears 
that not only $98 or $99 but $103 or $104, for example, look very 
much like $100 to many customers. Some retail executives 
have concluded that the idea that an odd price just under a unit 
price has a psychological effect upon the customer should be 
relegated to the scrap heap of erroneous ideas 

However, there is reason to believe that the placing of an odd 
price on goods tends to have a stimulating effect on sales m some 
hues of commodities and not in others Also, the effect of such 
prices may vary in different stores. A chain of stores in a large 
Eastern city found that $1.95 was a far better price than $2. 
Interestingly, however, the stores found that 65-cent hosiery 
sold very much better than the same hosiery at 50 cents It 
seems likely that many stores have used odd prices simply because 
of custom, with little or no attempt to check their actual 
value from the standpoint of the particular store It is highly 
desirable that the retailer attempt to determine the relative 
effectiveness qf odd and even prices from a selling standpoint in 
his store. If a particular article will sell as well at $1 as at 95 
cents, the extra 5 cents represents an addition of 5 per cent net 
profit. 

10. Legal Restrictions upon the Pricing Freedom of the Retailer . — ■ 
The chief legal restrictions upon the pricing freedom of retailers 
are laws that permit the owner of branded merchandise to control 
by contract the price at which such merchandise is resold by 
wholesalers and retailers and laws that forbid the sale of goods 
below cost. Laws of the first type are commonly known as “fair- 
trade” acts and of the second frequently as “unfair-practices” 
acts. Although from the standpoint of the retailer both these 
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types of legislation are attempts to establish some form of mini- 
mum price and thus restrict his pricing freedom, the two types 
of act differ widely in several important respects, as will be shown 
in the following discussion^ 

Fair-trade Acts. — Resale-price-maintenance acts, or "fair- 
trade” acts as they are commonly called, are in effect m 44 
states.® These acts legalize price-maintenance contracts in the 
sale of branded articles m intrastate commerce.® Not only do 
these acts provide that such contracts are not in violation of any 
law of the particular state, but they also make any such contract 
between a vendor and one retailer m the state legally binding 
upon all other retailers in the state, regardless of whether or not 
they have signed similar contracts. 

In order to come under the provisions of the fair-trade act of a 
state the product must be “in fair and open competition with 
commodities of the same general class produced by others.” 
The advertising for sale, selhng, or offering to sell of an article 
at less than the price fixed in any contract entered into under the 
act is defined as unfair competition and “is actionable at the 
suit of any person damaged thereby.” In the fair-trade acts of 
some states, it is provided that suit may be brought for an injunc- 
tion against violators, by any person injured by the violation. 
The acts permit the distributor to sell at less than the fixed price 
when discontinuing handhng of the product,* when the mer- 
chandise is damaged or deteriorated in quality and notice thereof 
is given to the public, and when the goods are sold under court 
order 

The Miller-Tydings bill, passed in 1937, legalized resale-price- 
maintenance contracts in interstate commerce by providing that 
such contracts are exempt from Federal antitrust laws.® Thus, a 

■■See Edwards, Corwin D., “Appraisal of ‘Fair Tiade’ and ‘Unfair 
Practices’ Acts,” Journal of Marheting, July, 1940, Vol V, No. 1, p. 3 

“ At the present writing (1941), only Delaware, Missouri, Texas, and 
Vermont do not have such acts 

® The status of resale-price maintenance prior to such legislation is not 
discussed here because it is adequately treated in a number of recent market- 
ing textbooks 

‘In some acts, it is required that the manufacturer must first have been 
given a chance to take back the stock 

® The Miller-Tydings Act was attached as an amendment to the District 
pf Columbia Revenue Act of 1937. 
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vendor in one state may enter into a resale-price-naaintenance 
contract with a retailer in another state, provided, of course, 
that the reiailoi's state has a fair-trade law 

In considering the possible effects of fair-trade acts upon the 
pricing freedom of the retailor, it must be remembeied that the 
acts apply only to products sold under the owner’s or producer’s 
brand, trade-mark, or name and that the acts are merely ■permis- 
sive and not mandatory with regaid to the owner 'or producer of 
such branded merchandise entering into price-maintenance con- 
tracts with distributors. Many articles are sold at retail in 
unbranded form and thus are not covered by resale-price- 
maintenance legislation In the case of branded merchandise, 
the owner or pioducer may or may not wish to enter into price- 
maintenance contracts with distributois depending upon the 
typo of distribution involved, his estimate as to the effect upon 
private-brand competition, the probable cost of enforcement, 
and other factors 

The chief argument that has been advanced for resale-price 
maintenance from the manufacturer's viewpoint is that it per- 
mits him to control loss-leader selling and irresponsible price 
cutting of his article by which some dealers injuie fhe reputation 
of his product and discouiage other dealers from handling it. 
However, the baclang for fair-trade legislation in recent years 
has come largely from retailers, rather than manufacturers, and 
most contracts have been the result of efforts of organized retailers 
in certain trades to get producers to issue the contracts lest they 
lose the good will of the retailers.* Thus, it appears that the 
mam purpose of the agitation for resale-price-maintenance 
legislation and for the executing of contracts under the acts has 
been to protect not the good will attached to the manufacturer’s 
brand but the operating margins and sales volume of certain 
retailers against low-puce competition * 

Although it is too eaily to determine how important resale- 
price-maintenance arrangements -will become as a pricing factor 
m the retail trade, it seems likely that only for a minority of 
products well such contracts be used. Professor Grether, who has 
been a loader in the study of lesale-price-maintenance legislation, 
has estimated that not more than 16 per cent of the retail trade of 
the country will be likely to be canied on under price-maintenance 

1 Edwabdb. ov. eit., n. 8. 
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contracts.^ To the extent to which such contracts are entered 
into, the mimnaum price on the merchandise is set for the retailer. 
Whether or not he has so contracted does not matter; for, as 
pointed out above, if one retailer in a state has contracted to 
maintain a stipulated price on an article, all other retailers are 
equally bound.® 

Unfair-practices Acts . — Moie than half the states now have 
laws of some type that forbid the sale of goods at retail for less 
than cost. In most eases, these state laws cover all sales at 
retail and at wholesale. Some states have special statutes that 
apply only to the sale of particular types of commodity Some 
states have general statutes that cover both price discrimination 
and sales below cost (and sometimes include a general prohibition 
of the practice of using loss leaders) ; but the trend appears to be 
toward special statutes limited to pi ice discrimination or to sales 
below cost.® 

In general the typical sales-below-cost type of legislation 
declares it unlawful to sell below cost, defines how cost is to be 
determined, provides exemption for certain forms of distress 
selling or “to meet the legal prices of a competitor,” and estab- 
lishes the penalties for violation of the act Below cost (or less 
than cost) generally means less than the cost of the goods plus 
the cost of doing business. The merchandise cost is ordinaiily 
taken as invoice cost or replacement cost, whichever is lower * 
Under some laws the distributor’s average cost of doing business 
is to be added to the merchandise cost to determine the minimum 
price at which the goods legally can be sold. Under other laws 
the cost is determined by adding to the merchandise cost a mini- 
mum percentage markup estabhshed in the law, and othei acts 
provide for cost surveys for the purpose of obtaining an average 
cost to be used as a substitute for the costs of the individual 

' Gbbther, Ewam) T., “Why Most Retail Prices Will Escape Control 
under Fair Trade,” Printers’ Ink, Feb. 17, 1938, p 11 See also Gkethur, 
Ewald T , Price Control under Fair Trade Legislahon, Oxford University- 
Press, 1939 (see especially Chap 12) 

“ Provided, of couise, that they know of the contract, for the la-ws specify 
“■whoever knowingly and mlfully advertises, offers for sale ” (itahea 
are the authors’) 

“GRUTHun, Ewald T, “Current Trends Afleotmg Pnemg Policies, ” 
Journal of Marketing, January, 1941, Vol. V, No. 3, p 222 

* Edwards, op. at , p. 4. 
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distributor. Many other differences are found in the details of 
the cost provisions of the various state unfair-practices acts.' 

The unfair-practices acts differ greatly in several respects from 
fair-trade acts although both types affect the retailer’s prieing 
problem through placing a restriction on his freedom as to the 
rmnimuin price The unfair-practices acts, m the common form 
covering all wholesale and retail trade, cover the sale of all 
products handled by the retailer, as contrasted to fair-trade acts 
which apply only to branded merchandise. Whereas the resale- 
price-maintenance acts merely permit the ewner or producer of 
a branded product to enter into price-maintenance contracts 
if he thinks such action desirable, the unfair-practices acts are 
mandatory, for it is declared unlawful to sell at less than cost. 
Thus a general unfair-practices act in a state sets up a market 
floor of “cost” (as defined in the statute and as interpreted in 
the courts) below which the retailer cannot legally sell his 
products. As contrasted to the resale-price-maintenance con- 
tracts which are enforced by private suits for damages (and, in 
some states, suits for injunction), the sales-below-cost statutes 
are enforced by the state. “ 

Although, as yet, unfair-practices statutes have been enacted 
in a much smaller number of states than have fair-trade acts, 
there is reason to believe on the basis of the trend in state legis- 
lative activities that they may become almost as widely adopted.® 

Nature of Retail-price Setting. — ^The relative importance of 
the above-described factors in pricing naturally varies widely 
for different goods and under different competitive conditions. 
In some instances the retail price may be largely the result of 
one major factor. Tor some branded articles the prices may be 
determined by the pnees stipulated in resale-piice-maintenance 
contracts. Tor other articles, certain customary prices may be 
so firmly established that the retailer may have to fall in line m 
his pricing of the same or comparable merchandise if he expects 
to sell it effectively. In some instances the prices that competi- 

‘See Tannhbatjm, Robbiit, “Developments Affectmg Cost under the 
Unfair Practices Acts," Joumal of Business of the Umverstiy of Chicago, 
April, 1940, p. 118 

* For other diflerences, see EnWAnns, op. dt., p 3 

’Gbbthbe, Ewald T, “Curient Trends Affecting Pricing Policies,” 
Joumal of Marketing, January, 1941, Vol V, No, 3, p. 222, 
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tors are charging are the chief factor in the setting of a price on 
the goods. This is especially true in lines of merchandise that 
are sold under well-known brands or that have other character- 
istics that are directly comparable in different stores. 

In many instances, however, the determination of the figuio at 
which a specific article is to be priced involves an evaluation of 
many factors. Ceitain of these considerations may largely 
determine the possible price limits within which the merchandise 
might be offered For example, the lower price limit may be 
set by an unfair-practices act in the retailer’s state On the 
other hand, the desirability of the article and other factors largely 
determine the upper price limit at which it might be priced But 
at what figure within these limits should the merchandise be 
priced? Clearly, a satisfactory answer to this question requires 
judgment as to the elasticity or inelasticity of demand for the 
particular merchandise. Whether or not a difference m the price 
at which the item is offered will tend to bring relatively large or 
small changes m the sales depends, among other things, upon the 
nature of the article, the extent to which its use is a habit, and 
the existence of satisfactory substitutes.^ The retailer must also 
consider the possible effects upon store costs of the larger or 
smaller number of sales that may be estimated at the different 
possible prices. As previously pointed out, the merchant desires 
to set the price at the point that will bring the highest net return. 
It is evident, then, that for many articles the retail price is an 
estimate by the retailer of what seems to him to be a satisfactory 
price for the goods, in view of the factors he has considered The 
more familiar he is with the price-determining factors and the 
more carefully he evaluates the relative importance of these 
factors, the more likely is the price he sets to be the proper price 
both from the viewpoint of the customer and the profitableness 
of his retailing operations. 

One-price Policy. — In the majority of stores the one-price 
policy is followed as a general practice in the dealings between 
the retailer and the customer Under this policy the price that 
the retailer has determined for the merchandise is plainly marked 
on the goods, and they are sold, at any given time, to all buyers 
at this one price. Thus, all buyers are treated alike, and an 
individual buyer has no choice as to the price he will pay for a 

' For a further discussion, see any of the standard textbooks on economics. 
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given article but simply as to whether or not to take the mer- 
chandise at the quoted price. The opposite of the one-price 
policy is the vai’iable-price policy. Under this policy the price 
paid by a customer at a given time for a certain item of merchandise 
is determined by a bargaining process between the customer and 
the retail salesperson. Thus, at the same time, different customers 
would pay higher or lower prices for the same merchandise 
depending upon their relative bargaining abilities. 

Undoubtedly, most customers prefer to deal with stores in 
which the retail prices are definitely established and not subject 
to bargaining. Definite adherence to a one-price pohey tends 
to build up confidence on the part of the customer in the store’s 
prices and also results in savings both for the customer and for 
the store in the time required for a transaction. Although the 
one-price policy is the standard practice in the retail field, there 
are numerous exceptions or modifications of the policy, partic- 
ularly in certain types of single-line stores or shops ^ Exceptions 
or modifications of the policy are also frequently found in the 
case of durable goods whose sale involves the problem of trade-in 
allowances. 

Under the one-price policy the price to be paid is determined 
not at the time of sale by a bargaining process between customer 
and salesperson but rather by the retailer's price estimate at the 
time the goods are marked and put in stock. If the merchant’s 
estimate of the retail price is incorrect, adjustments in the price 
are made not by bargaining with individual customers, but by 
revising, after a trial, the price at which the merchandise is 
offered to all customers. Because the customer has only the 
choice of buying or not buying at the quoted price, it is essential 
that the retailer properly estimate the price at which the goods 
are offered. Thus the importance “of a sound determination by 
the retailer of the prices at which his merchandise is to be offered 
is to a large degree the result of the widespread adheience to 
the one-priee policy fay retailers. 

Markup. — Markup is the difference between the cost of an 
article and its selling price. Cost means what the goods cost the 
merchant when they reach his store; it is the amount paid to the 

>• For a diaoussion of the possible need for the modification of the one-price 
policy in the small shop, see John W Wingate and Norris A. Brisco, Elements 
of Retail Merchandising, pp. 360-361, Prentico-Hall, Ino., 1938 
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vendor plus any freight and cartage costs in getting the mer- 
chandise to the store. The costs at the store plus the markup 
give the selhng price. 

The term “markup” may be applied to the difference between 
the cost and selling price of a single item, a group of items, or the 
stock as a whole. It may be expressed either in dollars or as a 
percentage figure. When expressed as a percentage, it may be 
in terms of the retail or selling price or in terms of the cost price. 
For example, suppose an article costing $2 is marked to sell at 
$3; that represents a markup of $1, which is a markup of 33^ 
per cent of the retail price and 50 per cent of the cost price. 
Stores differ as to the basis for figuring markup Some mer- 
chants figure markup on the cost of the merchandise, and others 
figure it as a percentage of the selling price. Either method is 
correct if the markup, the expenses, and the net profit desired are 
all expressed as percentages of the common basis, cost price in 
one method and selling price in the other. However, because in 
retail accounting the expenses and net-profit figures are expressed 
in teims of sales, the store should figure markup upon the selhng 
price Although expiessing markup as a percentage of cost is 
the older method, the geneially accepted plan now is to express 
markup as a percentage of the selling price 

Incorrect Method of Figuring Markup . — merchant must 
mark the goods at a price that will cover the cost of the goods, 
as well as the total expense of selhng them, and also yield the 
desired net profit.^ A common error that is likely to arise when 
the retailer is figuring the markup necessary is for him to find the 
percentage of the selling price necessary to cover his expenses 
and the desired profit and then to apply this same percentage 
figure to the cost price to determine the markup in dollars 
To show the incorrectness of this method, let us assume the 
following case- A merchant buys an article at a cost price of 
He figures that 25 per cent, or 25 cents out of every dollar of 
sales, goes for store expenses, and he desires a 5 per cent profit 
on all sales. Therefore, he reasons that he needs a markup of 30 
per cent (26 per cent plus 5 per cent), which must be added to the 

1 la order to simplify the discussion, at this point, it is assumed that there 
are no markdowns. The effect of maikdowns (and other reductions) upon 
the amount of markup that should be put on the merchandise when priced 
is discussed at a later point. 
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cost to get the selling price. Thirty per cent of $1, the cost 
price, equals 30 cents, the amount of the markup. One dollar 
plus the 30 cents equals $1 30, the selling price, which is not the 
correct retail piice. 

If the merchant, remembering that his cost of doing business 
was 25 per cent of sales, applied that percentage to $1 30 (the 
supposed proper selhng price), he would discover that the cost 
of selling not only wiped out the expected net profit but in 
addition did not leave enough to cover completely the cost of the 
goods. Twenty-five per cent of $1 30 is 323>^ cents; and when 
this is subtracted from $1.30 the balance is 97J^ cents, which is 
less than the cost of the goods delivered at the store. This 
mistake in determining the selling price comes from not figuring 
markup, expenses, and net profit on the same basis. 

Correct Method — In older to determine the correct selling 
price, the merchant must remember that, because he is figuring 
expenses and net profit as percentages of sales, he must also 
figure markup as a percentage of the selling price The above 
problem worked on this basis may be shown as follows: 

Let selling price = 100% 

Markup to cover expenses and profit = 30 % of selling price 
Selling price (100%) — markup (30%) = cost (70%) 

Cost = $1 
70% = $1 
1% = 0 0143 

100% = $1.43, the correct sell- 
ing price 

To prove the correctness of this selling price, apply the 
figures of 25 per cent for expenses and 5 per cent for profit 
against the retail price; the result is 35.8 cents for expenses and 
7.2 cents for net profit. When these figures are subtracted 
from $1.43, the balance is $1, the cost of the merchandise. 

In place of the above method the merchant can determine 
the selling price by translating the markup on retail into a markup 
on cost and then applying that markup to the cost price. For 
example, suppose the retailer pays |1 for an article and he desires 
a margin of 25 per cent of the selling price to cover expenses and 
the desired profit. This 25 per cent can be changed into percent- 
age of cost as follows: 
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Let retail price 
Markup on retail 
Retail price — markup 
100% - 25% 
Markup 
Cost 


= 100 % 

= 25% 

= cost 
= 75% 

= markup in percentage of cost 


= 33.33%, the percentage of the cost 
price that must be added to cost to 
give the selling price 


Thirty-three per cent of the cost price of $1 gives a markup of 33 
cents, which added to the cost price gives SI 33 as the retail price 
For most merchants or store buyers, it is unnecessary to go through 
either of the two methods just described each time they want to 
figure a markup correctly. Tables can be prepared that will 
show the retailer or buyer at a glance what percentage of the 
cost price he must add as a markup in order to cover the expenses 
and net profit which are expressed in terms of the selling price. 
The following is a simplified example of such a table: 


Markup, 

Per Cent of Cost 
11 1 
17 6 
25 0 
33 3 
42.9 
60 0 
66.7 
100 0 


Markup, 

Per Cent of Selling Price 
10 0 
15 0 
20.0 
26.0 
30 0 
33 3 
40 0 
60 0 


Distinction hetween Initial Markup and Maintained Markup . — ■ 
In the above discussion, in order to simplify the explanation of 
the basic idea of markup, it was assumed that the original retail 
price placed on the goods also was the actual selling price; thus 
the markup placed on the goods originally would be fully obtained 
when they were sold. It is obvious, however, that, in many 
cases, merchandise is sold only after having been reduced in price 
one or more times. Thus a distinction must be made between 
the markup above cost that the store attempts to get and the 
amount that it actually obtains. 

The difference between the cost of merchandise and the original 
retail price placed on it is called the imUal (or original) markup. 
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If the merchandise is marked down one or more times before it ia 
aold, the actual markup obtained is less than the original amount 
the merchant placed on the goods. The difference between the 
cost of merchandise and the price at which it actually rs sold, 
which is the amount of markup obtained, is called the maintained 
markup. If an article is sold at the original price marked on it, 
the imtial markup and the maintained markup on the item are 
the same. It has been said that the store determines the original 
markup but the customer determines the maintained markup, for 
the actual markup obtained is known only after the customers 
have purchased the merchandise. 

If an article is sold only after having been marked down, it is 
the maintained markup rather than the initial markup that 
determines whether the article brings the store a profit Like- 
wise, it is the average maintained markup^ of the store or depart- 
ment rather than the average initial markup that determines 
whether or not the store or department can make a profit ® 

To illustrate the diffeience between initial markup and main- 
tained markup, assume that an article that cost a merchant $6 
is marked up to $10. This is an initial markup of $4, or 40 per 
cent of the retail price. If the article does not sell at $10 and is 
marked down to $8, at which price it is sold, the maintained 
markup on the item is $2, or 26 per cent of the price at which it 
sold 

The same general situation as the above may be true for a 
department or for a store as a whole. The initial markup for 
a department for a period is the difference between the cost and 
retad value of the total merchandise handled during that period. 
The dollar amount of markup divided by the retail value of the 
total goods handled gives the percentage of initial markup. 
These relationships are illustrated in the table shown on page 209. 

It is obvious that markdowns will be taken on some of 
the goods in this table.® Assume that at the end of the 

Or, more accmately, the gross margin The distinction between main- 
tamed markup and gross margin is explained on p, 200. Also see p. 298 

® Of comae, the initial markup might be set so low that even without 
markdowns the difference between coat and retail would not cover expenses 
and the deaiied profit 

' There are other types of reductions in addition to markdowns. These 
are discussed m Chap. XII. 
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above period the cost value of the closing stock is §118,000 i 
This subtracted from the $48,000 which is the cost of all goods 
handled leaves $30,000 as the cost of the goods sold Subtracting 
this $30,000 from net sales of $46,000 (assumed) leaves a main- 
tained markup in dollars of $15,000. In terms of the net sales 
of $45,000, this is a maintained markup of pei cent 

At this point, attention should be called to the distinction that 
is properly made between maintamed markup and gross margin, 
although sometimes the terms aie used interchangeably Main- 
tained markup is the difference between the gross cost of goods 
sold and net sales whereas gioss margin represents the difference 
between total merchandise costs and net sales Total merchan- 
dise costs are found by subtracting cash discounts on purchases 
from the gross cost of goods sold and adding alteration and 
workroom costs.® The gross margin obtained by a depart- 
ment or store is sometimes referred to as the “gross profit,” 
This term is misleading, for the margin includes both the cost of 
doing business and the profit Because the actual piofit is 
usually only a small part of the margin, it seems better to call 
the margin the “gross margin” rather than “gioss profit.” 

Relationship among Percentages of Initial Markup, Maikdoions, 
and Maintained Markup — ^In the illustrative examples of the 
difference between initial and maintained markups given above, 
it will be noticed that the initial-markup percentage is expressed 
in terms of the original retail price whereas the maintained- 
markup percentage is in terms of net sales. For example, in 


1 For discussion of the method by which the closing stock figure is 
obtained, see Chap XV 

® For a further explanation of this difference, together with an illustrative 
example, see p. 298. 
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the ease of the article costing $6 and marked at $10, the initial 
markup was 40 per cent of the original retail price of $10. When 
sold at $8, the maintained markup was $2, or 25 per cent of the 
sales figure. Because markdowns are expressed as a percentage 
of sales, the $2 markdown (from $10 to $8) was 25 per cent, 
in teims of the sales. It is obvious that the 25 per cent mark- 
doivn cannot be taken from the 40 per cent initial markup to get 
the correct maintained figure of 26 per cent. Likewise the main- 
tained markup and markdown percentages cannot be added to 
get the initial markup percentage, for that method would give 
a figure of 50 per cent. The difficulty arises out of the fact that 
the percentages are in terms of two different bases. The figures 
can be properly handled cither by translating the initial markup 
into teiros of net sales or by reducing the markdown percentage 
to cost. These two methods are shown in formula form below. 
F^rs^ method (translating initial markup into terms of net sales) . 

Initial markup % (100 % + markdowns %) — markdowns % 

= maintained-markup % 

Substituting figures from above discussion, 

40% (100% + 26%) — 25% = maintained markup 

50 % — 25 % = 25%, maintained markup 

Second method (reducing markdowns to cost) ; 

Initial markup % — (100% — initial markup %) markdowns % 

= maintained markup % 

40% — (100% — 40%) 26% = maintained markup 
40% — (60% X 25%) = maintained markup 

40% — 15% = 25%, maintained markup 

With any two of the three percentage figures given, the third 
can be determined by use of either of the above two formulas. 
To illustrate, suppose the initial markup for a department is 30 
per cent and the maintained markup 20 per cent What is the 
peicentage of markdowns? Clearly, it cannot be determined 
merely by subtracting 20 per cent from 30 per cent, for the per- 
centages are of different bases Substituting in the formula 
shown in the second method above (and letting x equal the 
percentage of markdowns), we get^ 

The percentages may be written either as 30%, 20%, etc., or in decimal 
form as 0 30, 0 20, etc. 
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0.30 - (1.00 - 0.30)a: = 0 20 
0.30 - 0.70a; = 0 20 
- 0.70a; = - 0.10 

X = 0.1429, or 14.29%, the per- 
centage of markdowns 

Elements in Initial Markup — In figuring the initial markup the 
merchant includes the profit he hopes to make and an amount 
to cover all expenses. In addition to these amounts, he must 
include an allowance for all reductions, which include mark- 
downs, inventory shortages, and discounts to customers and 
employees. Unless allowance is made for these items, they will 
result in a maintained figure too small to cover the expenses and 
desired profit. 

The past records of the merchant should show what these 
reductions have amounted to in the past. This previous expe- 
rience should give the retailer a basis for estimating the allowance 
to be included in the imtial markup to cover these reductions ^ 

Average Markup . — When a merchant or store buyer says he 
expects to set a certain markup on the goods in the store or 
department, he usually means that he plans to average that 
maikup for the store or department as a whole. Although he 
might mark up everything by a certain percentage, say 35 per 
cent of the retail price, this method oidinarily would not be good 
merchandising; for some goods might easily carry a much higher 
markup, and some would not sell at all if they were marked up 
by the fixed amount. In many stores, the markups on various 
goods vary from almost nothmg to more than 50 per cent of the 
retail price Where a definite markup is expected, the buyer 
must so price the individual items that his store or department 
will average this amount. 

Many stores send theii buyers monthly or even weekly reports 
of the total imtial maikup and the total maintained markup 
obtained so far during the period. If the actual results are not 
up to the planned figures, the buyer can take this into account in 
future pricing ^ 

^ The planning of the mitial markup is discussed m detail in Chap XII 

® He may also take other action, such as placing moie emphasis on the 
sale of goods with a comparatively high, peroontags of maikup 



CHAPTER XII 

MERCHANDISE BUDGETING AND CONTROL 

Meaning of Merchandise Planning and Control. — Some 
retailers merchandise in a haphazard manner, meeting each 
problem as it arises in the manner that happens to seem best to 
them at the particular time. The progressive retailers, however, 
are lealizing more and more that a net profit usually does not 
]ust happen but rather is the result of a carefully prepared plan 
of action and a definite control of operations. As a result, these 
merchants are attempting to plan their future activities on as 
definite a basis as possible so as to have a definite goal, the 
reaching of which will mean the desired profitable operations 
This plan or budget for a certain period of the chief elements in 
the merchandising operations of the store is called the mer- 
chandise plan 

Object of a Merchandise Plan. — A passenger train makes its 
tnp from Chicago to New York according to a definite plan or 
schedule It leaves the terminal at a stated minute for its trip 
eastward. As the passengers look at their tiinetablos, they see 
the exact time at which the train is due to pass through each town 
along the way. The people in those towns know when the train 
should arrive. Everyone intore!3ted in that train can plan hj.s 
activities concerning it, because it moves according to schedule 

The morohandisG plan of a store is similar m purpose to the 
schedule of the train. It shows the merchant or the department 
buyer the results to be accomplished during a particular period 
of time just as the tiain schedule shows the engineer the distance 
the train must cover withm the given time. The train engineer 
at various times checks the actual distances covered with the 
schedule figures; and if ho is behind time, he may be able to 
increase the speed of the train and reach the destination at the 
scheduled time. Likewise, the merchant or buyer at various 
times can check his actual merchandising results with the planned 
figures in the merchandise plan; and if the actual results are 
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less than those planned, he naay be able to increase or improve 
his merchandising efforts and reach the figures in the mer- 
chandise plan. 

Before a store makes sales, it must purchase merchandise, and 
these purchases call for an outlay of money. In addition the 
purchases must be marked up to cover operating expenses, the 
desired net profit, and the probable reductions, such as mark- 
downs and shortages. How are all these activities to be coordi- 
nated? This is accomplished through the merchandise plan, 
which unites all these activities into one program directed toward 
the goal of a satisfactory net profit for the store. 

The merchandise plan indicates the sales the store expects to 
make month by month,’- the stock amount planned for the 
beginning of each of these months, and the planned amount of 
reductions, this information enables the retailer to determine the 
amount of purchase.s he must make. 

The merchandise plan indicates to the retailer the amount of 
money needed to finance the purchases and gives him some idea 
of the revenue he can expect from the sales; thus he can provide 
for the financial needs as they anse. The retailer knows fairly 
definitely the income and outgo that he can expect during the 
period covered in the merchandise plan. In a store handling a 
number of different lines, such as a department store, the periods 
of heavy investments are not the same in all lines or classes 
of goods. Thus the time when certain departments need con- 
siderable capital for large inventories will be the time when other 
departments will have their lightest inventories. The capital 
released from departments with small inventory requirements at 
one time during the merchandising period can be shifted to 
those departments requiring large inventories at that time. 

The merchandise budget, or plan, shows the capital needs for 
inventory in the store as a whole, month by month during the 
season. This information enables the finance and control divi- 
sion of the store to gauge more accurately the needed working 
capital and so to speed up the rate of capital turnover. 

The merchandise plan allocates to the various departments the 
amount each can have invested in merchandise. The problem of 
maintaining an adequate assortment of goods with this allotted 

^ On the assumption, of course, that the merchandise plan is broken down 
by months; some other time mterval might be -used. 
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dollar amount divided among the various price lines, colors, 
sizes, styles, materials, and other merchandise characteristics is 
a problem of unit control, that is, control of stock in terms of 
physical units. ^ 

In a small store in which the owner is in constant touch with 
all operations, a merchandise plan in the formal sense may be 
considered by the owner as unnecessary. However, even in the 
small store, some preplanning of purchases and other elements in 
the merchandising operations must of necessity be done; thus 
merchandise planning in a general sense is being carried on. 
In many such cases the retailer -will find that the preparation of 
his merchandising plans in the form of a definite plan on paper 
will provide more definite standards as guides in his efforts to 
obtain a satisfactory net profit. 

In large retail organizations a more elaborate merchandise 
plan, or budget, is necessary. The size of the establishment 
requires the delegation of the responsibility for merchandising 
activities to a merchandising division made up of many indi- 
viduals who share this responsibility. The merchandise plan 
provides a guide by which these individuals attempt to secure 
the desired sales and profit results by proper buying of mer- 
chandise, timely adjustments in inventories, adequate promo- 
tional effort, and other merchandising means. Also, a carefuUy 
prepared merchandise plan furnishes a yardstick against which 
the management of the store can measure the performance of 
those individuals charged with the responsibility of the merchan- 
dising operations. 

Requisites of a Good Merchandise Plan. — The merchandise 
plans used by different stores vary considerably both as to scope 
and detail. The period covered by the merchandise budget may 
vary all the way from one month to a year, but the usual time 
period is six months. The spring and summer season will be 
treated m one budget, and the fall and winter season will be 
planned in another budget. The plan is broken down into 
monthly or, in some instances, into weeldy subdivisions. In a 
small store the planned figures in the merchandise plan ordinarily 
are for the store as a whole; in the larger stores with a depart- 
mental organization the plan, or budget, will show not only the 
planned results for the store as a whole but in addition the results 

I Unit control of stock is discussed in Cliap. XIII. 



MERCHANDISE BUDGETING AND CONTROL 215 

expected of each department or of each merchandise classification 
within the departments. 

If the merchandise plan is to be of any real value as a guide to 
merchandising operations, it must contain figures that the 
merchant actually expects to attain. If the Twentieth Century 
Lunited were scheduled in its timetable to cover the distance 
from Chicago to New York in one hour to two hours less than 
it actually could make the trip, no one could rely upon the 
timetable and plan accordingly. If a merchant in his mer- 
chandising budget sets figures that he would like to attain 
rather than those he can reasonably expect to attain under 
present conditions, his plan does not give him a real guide 

The merchandise plan should be prepared in a form that will 
enable the people affected by it to understand readily the signifi- 
cance and the use to be made of the various items of information 
piesented The most desirable plan is the one prepared in as 
simple a form as possible, in which the information is presented 
in terms that are familiar or that can readily be explained to 
the buyer or other individuals directly interested in the mer- 
chandise plan.^ There is no value in drawing up a merchandise 
budget if it is not used as a guide in the merchandising activities 
of the store or department, and to be used it must be easily under- 
stood and be attainable rather than merely visionary. 

The buyers should be given some part in the preparation of the 
merchandise plan, for much of the information upon which the 
budget is based can best be supplied and interpreted by them. 
Also, if they are partly responsible for the planned figures in the 
plan, they will feel more inclined to be guided by it. In the large 
store, much of the information concerning past activities wiU be 
supphed by the controller. With this material as a basis and 
with the advice and help of the merchandise manager, the buyers 
plan their activities. After these departmental plans are passed 
by the merchandising division, they are sent to the controller. 
He reviews them and together with the merchandise manager 
makes any adjustments necessary to bring them into line with 
each other in eases where adjustment is needed, as among the 

To many merchants the term merchandise “plan” or “budget” suggests 
a complex, mtrioate plan that is understood only by a statistician, this is 
unfortunate, for it may lead the meichants to feel that a merchandise plan 
is not possible or desirable in their stores. 
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different departments or divisions of the store. All the depart- 
mental plans are then combined into the master plan for the 
store as a •whole. ^ In a small store, the merchant himself may 
prepare the plan; for a less elaborate plan is needed,' and he has 
close contact with all the various activities of the store. 

Although a good merchandise budget is a specific plan, it is 
not one that cannot be changed as the season advances. It 
must be flexible; thus, month by month it can be adjusted in the 
light of actual conditions and results. Making changes dunng a 
season in a merchandising plan does not necessarily indicate a 
weakness in the plan. The budget, or plan, represents an attempt 
to forecast future conditions for a period of six months® ahead 
and to plan the merchandise activities accordingly It is only 
natural that, as the beginning of each month approaches, these 
conditions can be seen more accurately; therefore the planned 
figures should be adjusted in accordance with actual results to 
date and in the light of the more accurate information available 
regarding the balance of the season. 

Adjustments in the merchandise plan are made month by 
month as the season advances. A few stores divide their budgets 
by weeks rather than by months and so can make readjustments 
more frequently. The average store, however, uses a month as 
the unit of measurement, feeling that a week is too short a period 
for economical control. After a merchandise budget has been 
worked out, it must be followed and checked throughout the 
season to see that actual results come up to the planned results. 
Month by month the actual figures to date can be checked against 
the planned figures and also against the results of the previous 
year. 

Elements of a Merchandise Budget. — The essential figures to 
be planned in the merchandise plan are: (1) sales; (2) stocks; 
(3) markdowns; (4) initial markup; (5) purchases. 

In addition to these essential elements, the merchandise plan 
may also include other goals or standards, such as planned or 
estimated figures for inventory shortages, cash discounts, altera- 

'This brief discussion is intended merely as suggestive of the general 
planning piocedure. The exact procedure would vary in different stores 
because of differences in the store organization and other factors. 

• On the assumption, of course, that the store operates on a six months’ 
plan. 
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tion costs, and those expenses which are closely related to the 
planned sales, particularly the selling pay roll and advertising 
expense. 

Planned Sales . — In working out a merchandise plan the first 
thing to be considered is the volume of sales that can be expected 
for the period under consideration. The planning of the sales 
volume is of fundamental importance, for the other planned 
figures largely are based upon the expected sales or revenue 
Among the more important factors to be considered in deter- 
mining planned sales are . (1) sales of the corresponding period in 
the past year; (2) rate of growth of a department’s or store’s sales; 
(3) business conditions; (4) change in price level, (5) changes m 
competition; (6) fashion factors; (7) conditions within the store or 
department. 

Past sales usually are taken as a basis for estimating future 
sales Some stores take the sales figure of the previous year; 
others feel that it is better to take an average of the sales for sev- 
eral past years, for the past year may not have been an aveia-ge 
or a typical year. For example, the weather conditions last year 
may have caused the sales for a particular month to be abnor- 
mally low. If planned sales for that same month this year are 
based on last year’s figures alone, they will not be so Ingh as 
1101 mal conditions would warrant. The influence of any unusu- 
ally favorable or unfavorable year is lessened if the store uses 
an average of the sales of a particular month during a number of 
past years ^ 

Another point that must be remembered in comparing the 
sales of a month with those of the same month in past years is 
that adjustments must be made for differences in the number of 
selhng days in the month in different years. Consideration 
must also be given to the influence upon sales resulting from the 
fact that certain holidays or selling seasons come at different 
times in different years. For example, if Easter comes relatively 
early, the sales of clothing are likely to be planned at a lower 
figure because of the greater possibility of bad Easter weather. 
The date of Easter also affects the relative proportion of the total 
spring-season sales that should be planned for the various months 
of the season. 

The number of years that should be averaged to get a fairly representa- 
tive figure will vary m different oases. 
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The long-time rate of growth or decline in the sales of a depart- 
ment or store should be considered in planning the expected 
future sales. By looking over the sales records of the past few 
years the average rate of growth can be found. If the sales for a 
particular month (June, for example) have been increasing 
approximately 5 per cent a year, it may be wise to plan a 5 per 
cent increase in the sales figure for the coming June. However, 
it may be wise to modify this rate of increase in view of other 
considerations; for example, if the sales for the month of June 
during the past two years have increased each year by only 3 
per cent rather than by 5 per cent, the average rate for all the 
years in the longer period of time, it would seem best not to plan 
for the 5 per cent increase. 

The current or prospective general business conditions may 
make it necessary to plan a sales figure entirely out of line with 
the ordinary rate of growth of sales volume. For example, a 
period of business recession means that many customers will have 
less income with which to buy the goods offered by the retailer. 
Also, the psychological effects of the business conditions on 
consumer spending must be considered. During a severe depres- 
sion, even people who have money fear to spend it because of the 
uncertainty of their future financial condition. When they 
become hopeful of better business conditions, they are more 
willing to spend money, and thus their purchases may increase 
even though their actual income has not yet become greater. 

A change in the general level of prices will change the dollar 
volume of sales. When the price of a suit of clothes has dropped 
from $46 one season to $40 the next season, the change will 
mean a drop of $1,000 in dollar sales figures on a volume of 
200 suits. To reach the same sales figure in the second year 
the department must sell 225 suits instead of 200 suits. If the 
price change was in the other direction, that is, if the price of a 
suit rose from $45 to $50, the department could obtain the same 
dollar sales volume during the second season by selling 180 suits 
as was obtained during the previous season by selling 200 suits 
at the lower price. 

A change in the competitive situation may influence planned 
sales. The opening of a new store may lower the normal increase 
in planned sales. At times, other stores may show signs of less 
vigorous merchandising or may be retrenching for financial 
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reasons; if such is the case, the lessened competition may justify 
greater planned sales. 

Fashion factors frequently have a decided influence on the 
amount of planned sales. For example, the development of a 
novelty article as a vogue during a particular season may result 
in an unusually large increase m sales in the department handling 
that merchandise. After this vogue has passed, in planning the 
sales volume for the coming season, the department should not 
be expected to show an increase over the sales for the previous 
season. 

Any changes in conditions within the store or department 
must be considered in planning a reasonable sales figure for a 
period Are there important changes in the promotional plans? 
For instance, if the store or department had a big sale during 
October last year but does not expect to have such a sale during 
the same month this year, that fact must be kept in mind in 
planning the probable sales volume for the fall season, as well as 
for the month of October. Or are changes planned in the area 
of space occupied, m the layout of the present space, or in the 
merchandise lines handled? A consideration of such questions 
is essential in the planmng of a proper sales figure. 

Planned Stocks . — The amount of stock necessary to maintain 
the planned volume of sales must be determined so that the 
department or store will have a stock adequate to meet customer 
demand but not so large as to require the investment of an 
unnecessarily large amount of capital Thus, stocks are planned 
with two primary purposes in view: (1) to maintain adequate 
assortments; (2) to regulate stocks in relation to sales so as to 
obtain a satisfactory turnover of the meichandise stocks. 

The planning of stocks so as to have adequate stocks at all 
times IS of basic importance. The planning of high, or large, 
stocks does not result necessarily in adequate assortments, for 
the large investment in stock may be poorly divided among 
the various items Neither does the planning of adequate stocks 
mean that stocks are to be set at the same figure during the whole 
season or period; the dollar amount of stock that is necessary to 
provide adequate customer selection at the peak of a selling 
season may be much more than is necessary late in the season. 

The planning of an adequate assortment requires: (1) the 
determination of the merchandise breakdowns, such as price lines. 
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materials, types, colors, and sizes, that are of significance to the 
customer; (2) the estimation of the physical quantity in each 
breakdown that is necessary to meet the anticipated customer 
demand^ The amount of stock that will be adequate to main- 
tain the planned volume of sales will vary with such factors as 
the type of merchandise, the time element of delivery, and the 
amount of competition facing the store. An adequate stock 
is one that is planned so as to be leasonably complete from the 
viewpoint of the customer. 

The planning of stocks from the viewpoint of turnover involves 
apportioning merchandise so that the average stock on hand 
during a season or month in the season will have a certain rela- 
tionship to the sales for the same period. For example, if a 
turnover of 3 is desired for the fall season in a particular depart- 
ment, the stocks are planned in amounts that will give an average 
retail-stock figure that is one-third of the planned sales figure.® 

Ordinarily, the same rate of turnover should not be planned for 
each month of the planned period. The monthly stock fluctua- 
tions, as a rule, should not be so great as those in monthly sales; 
thus, in a month of large planned sales a larger turnover should be 
obtained than in a month of small volume. For instance, suppose 
a buyer plans a stock turnover of 3 in his department during the 
spring season. This might be obtained by planning a turnover 
of }2 during each of the six months m the season, which would 
mean that the average retail stock during the first month should 
be twice the sales for the month. However, during the first 
month of the season a stock twice as large as the planned sales 
may not be large enough for an adequate assortment, whereas in 
a later month during the peak of the selling season an average 
retail stock twice as large as the monthly sales may mean a larger 
investment in merchandise than is necessary to obtain the 
planned sales. 

The planning of stocks with respect to monthly turnover helps 
the merchant or buyer determine average stocks in a desired 

1 The control of stocks in terms of physical units, or unit control, is dis- 
cussed in Chap XIII. 

® Some controllers have attempted to work out, in formula form, mathe- 
matioal relationships between monthly sales and stocks Toi examples of 
such equations used in connection with stock planning, see John W Wmgate 
and Norris A, Brisco, Elements of Retail Merchandising, p 203, Pxentioe-Hall, 
Inc., 1038. 
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proportion to planned sales; but it does not aid the buyer or 
retailer in determining the amount that should be on hand at a 
particular time during a month, except within broad limits. A 
buyer may know that he wishes an average monthly retail 
stock of $10,000, but that average stock figure may be an average 
of a beginning stock of $10,000 and a closing stock of $10,000, or a 
beginning stock of $16,000 and a closing stock of $4,000, or some 
other combination.^ Thus the obvious wealcness of the rate of 
stock turn as a tool for use in planning stocks is that it summarizes 
only the relationship between sales and the average stock for a 
period and does not give the relationship between sales for the 
period and the stock at a particular time. For example, it does 
not offer a basis for planning the specific amount of stock that 
should be on hand at the beginning of a period in view of the sales 
planned for that period. 

The development of stock-sales ratios is an attempt to find 
a method of determmmg from planned sales for a month the stock 
that should be on hand at a particular time in the month. The 
stock-sales ratio is the ratio between the stock on hand at a 
particular time during the period and the sales for the period; 
it is determined by the following equation®: 


Stock-sales ratio = 


retail stock at a given time in the period 
sales for the period 


The stock-sales ratio is ordinarily a beginning-of-the-month 
(B O.M.) or end-of-the-month (E O.M.) ratio; of these two, the 
B.O.M. stock-sales ratio is more commonly used 

From past experience, many stores can determine stock-sales 
ratios for each month. There are also groups of stores that 
exchange monthly data regarding the sales and stocks of each 
department. Thus, standard stock-sales ratios can be deter- 
mined that provide for each store a standard by which to evalu- 
ate its own experience.** With stock-sales ratios available, the 


1 On the assumption that the average stock for the month is determined hy 
averagmg the beginning and closing mventones 

“ Stock-sales ratio could be used m connection with any length period. 

* The stock-sales ratio is not the reciprocal of the stock-turnover ratio, 
for the numerator represents the stock at a given time m the period, never 
the average stock for the period. 

‘ In 1938 the Controllers’ Congress of theN.R.D G.A. published a study oa 
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planned stock can be detenmned by multiplying the planned 
sales for a month by the stock-sales ratio, For example, suppose 
that the past experience of a store has shown that the B.O.M 
stock-sales ratio for the month of June in a particular department 
should be 2, that is, the retail stock on hand at the beginning of 
the month should be twice the amount of the total sales for the 
month. If the planned sales figure for June is $5,000, the planned 
BOM stock should be $10,000. Obviously, other factors, such 
as unusual conditions in the department, may make it necessary 
to adjust this $10,000 amount. 

A buyer of fashion goods may outline a selling calendar as 
another guide in determining the planned stocks. This will assist 
him in estimating both planned sales for the month and planned 
stocks for the first of the month. It will include for seasonal or 
fashion merchandise the following: (1) period of sampling, or fitrst 
showing; (2) opening of season; (3) period of mass selling; (4) 
close, or end, of season Durmg the period of sampling, there is 
only enough merchandise bought to get the public’s reaction to 
new styles. In this way the buyer judges what may “ take” and 
what may not. The “opening” calls for complete stocks with 
emphasis on the higher priced numbers. Before the close of the 
period of mass selling, the buyer will be cutting down on the size 
of his stocks. 

Planned Markdowns . — markdown is a reduction in the retail 
price of merchandise. The term markdown does not cover dis- 
counts given to employees or customers, nor are inventory 
shortages included. Markdowns, discounts to customers and 
employees, and inventory shortages are all grouped under the 
term “reductions." Although in the merchandise budgets of 
some stores all reductions may be estimated or planned, they 
ordinarily consist largely of markdowns. Thus in the following 
discussion the term markdown is used rather than the broader 
term reduction 

When markdowns are expressed in percentages, they are 
customarily stated in terms of net sales. The determination 
of the markdown percentage for a depaitment or store as a whole 

department monthly stock-sales ratios of department and specialty stores 
The data, ooveimg 1937, were compiled from representative stores through- 
out the country See Oarl N Schmalz, “ Congress’ Stock-sales Eatio Study 
Eeviewed — and Found Practical," Betenhng (executive ed ) Oct. 3, 1938, p. 6. 
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may be illustrated as follows: The retail inventory on May 1 is 
$12,000; during the month, markdowns of 1800 are taken, 
reducing the retail value to $11,200. If the sales during May 
are $8,000, then the percentage of markdowns for May is $800 
divided by $8,000, or 10 per cent; thus the markdowns are 
expressed as a percentage of sales rather than as a percentage of 
the original selling price of the stock marked down To illustrate 
the determination of the percentage of markdown on a single 
item, suppose an article originally priced at $1.50 is marked 
down to $1 and sold at that pnce. The maikdown percentage is 
60 per cent, that is, $0 50 divided by the sales price of $1. If the 
markdown were stated in terms of the original retail price, it 
would be 33.33 per cent, that is, $0.50 divided by $1 50. 

As markdowns are planned as a percentage of net sales but are 
actually taken on the original retail piices, the retailer may wish 
to determine how much of a markdown should be taken on the 
original retail price in order to obtain a given markdown in terms 
of net sales. For example, suppose a retailer has an article 
priced at $2 on which he wishes to take a markdown that will 
amount to 10 per cent of the sales price. Clearly, he cannot 
take the 10 per cent off the original price and get the desired 
result. He can translate the 10 per cent in terms of sales into 
terms of original retail price as follows: 

Let 100% = sales price 
Markdown = 10% of sales price 
100% + 10% = 110% = the original retail price 

= 9 09 %, the proper markdown in terms of the 
original retail price on the article 

Proof: 9.09% of $2 = $0.1818. $2 - $0,182 = $1,818, the sales 

price 

~ 10%, the markdown in terms of sales 


The above method of converting markdowns to a percentage 
of original retail price can be summarized in formula form as 
follows: 


Markdowns as % of sales 
100% + markdowns as % of sales 


= Markdowns as % of original 
retail price 
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The opposite of the above procedure, that is, the converting 
of a markdown percentage taken off original retail price into a 
percentage of sales, can be reduced to the following fonnula: 


Markdowns as % of original retail price 
100% — markdowns as % of original retail price 


= markdowns 
as % of sales 


Substituting in this equation the 9.09 per cent markdown in 
terms of the original retail price (worked out in the above exam- 
ple), we get 

markdowns as a percentage of sales 

iuu% — * y uy % 

In the past, many store executives have considered it unneces- 
sary to plan markdowns, feeling that it was best just to take 
markdowns whenever they became necessary because of slow- 
moving merchandise, soiled merchandise, special sales, or other 
reasons. However, those merchants who have attempted to 
plan definitely their merchandising activities have found that a 
reduction in the amount of markdowns offers one of the best 
means of increasing the net-profit figure for the store. The care- 
ful planning of markdowns helps to bring about a reduction in the 
amount of markdowns in at least two ways; (1) The study of the 
reasons for markdowns often suggests certain ways of eliminating 
or reducing the frequency of certain causes. (2) By planning 
the markdowns, the buyer or merchant will take them more 
promptly, and as a result the amount of markdowns necessary to 
move the merchandise may be smaller.^ The planning of mark- 
downs also is of help in that it gives more definite information for 
use in the determination of initial markup. Unless a merchant 
allows for markdowns in his estimating of the desirable initial 
markup, he has little chance of obtaining a satisfactory gross 
margin.* 

The starting point in the budgeting and planning of markdowns 
is the study of the reasons for markdowns. An attempt to 
decrease them by simply planning a lower percentage than the 

* For an interesting treatment of possible criticism of markdown plan- 
ning, see Harold A. Baker, Principles of Retail Merchandising, p. 401, 
MoGraw-Hill Book Company, Ino , 1939 

* See discussion of "Planned Initial Markup” in this chapter. 
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preceding year, without knowing the causes of the previous mark- 
downs, is worthless and in some cases may actually be detrimental 
to other store plans. Unless the buyer or merchant knows what 
to avoid, there is very little likelihood that he will avoid the causes 
that brought about the earlier markdowns. And if the planned 
markdowns are placed at a low figure that the buyer will be 
unable to meet because of his lack of infoimation, the planned 
initial markup and planned purchases and any other figures 
affected by planned markdowns will be inaccurate, at least to 
the extent of the maccuracy in the planned-markdown figure 

The causes and the relative importance of the causes of 
markdowns vary among different classes of merchandise and in 
different stores. The relative importance of causes also varies 
according to the method of measuring the extent of the mark- 
downs. For example, a certain cause might account for the 
largest number of markdowns in a store, but the total value of 
the markdowns might be less than the total value of the mark- 
downs resulting from some other cause. 

In stores operating on the retail method of inventory, a record 
of the amount of markdowns and the reasons for them is kept as 
an essential part of the information necessary for operation of the 
method.^ Thus, markdown data are available for analysis and 
study which may lead to the elimination or minimizing of some 
of the basic reasons for markdowns.*® Although in stores oper- 
ating on the cost method of inventory a record of the amount 
of markdowns is not needed for use in determining the operating 
results for a period, the merchant in many cases will find it 
advisable to record markdowns in order to have a better factual 
basis upon which to plan and control his merchandising activities. 
If the reasons for and the amount of the markdowns are tabulated 
by the merchant as these are taken, he has the proper basis for 
planning a smaller markdown figure and for adopting corrective 
measures that will facilitate obtaining the planned figures. 

1 See disousBion. of the retail method of mventory in Chap. XV. 

* The N R.D G A has issued a manual that lists the reasons for mark- 
downs with an explanation of what markdowns should be attributed to each 
reason. This manual aids a merchant in classifying markdowns according 
to the reasons for these markdowns, thus givmg him a sound basis for 
attemptmg to reduce them This uniform classification also makes possible 
mterstore comparisons of markdowns due to these causes. 
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With past experience as a basis, the buyer or merchant plans 
the markdown budget The actual percentage of markdowns 
planned varies with different lines of merchandise^ and different 
months or seasons. The markdown figure, built up more or 
less as an average or normal amount on the basis of past expe- 
rience, must be modified in view of any present conditions or 
likely future conditions that are apt to affect the amount of 
markdowns in the coming season. For example, the buyer 
may have originally priced some of the merchandise on hand at 
entirely too high a figure, and thus it must be marked down during 
the coming period to the price that it should have had in the 
beginning. If certain merchandise has been purchased m 
amounts that exceed customer demand, it may be necessary to 
reduce the price to stimulate the demand sufficiently to clear out 
this merchandise. A change in a fashion or fad may necessitate 
sudden price reductions in order to sell the particular mer- 
chandise before all the demand for it has passed. A change in 
the price level may force the merchant or buyer to take mark- 
downs if he is to keep his prices in line with his competitors’. 
As nearly as possible, the buyer, in determining the planned 
markdowns for a season, must consider and evaluate the possible 
effect that all these conditions and contingencies either will or 
may have upon the amount of necessary markdowns. 

Although the markdowns will be stated as a percentage of sales 
for the season, that does not mean necessarily that markdowns 
and sales will be in the same proportion during each of the months 
of the season. That is, if one-fifth of the season’s sales are made 
during April, it docs not necessarily follow that one-fifth of the 
season’s markdowns will be taken during that month. Rather, 
they will be distributed during the season in such a manner as to 
offer the greate,st stimulation to sales and profits. 

As an example, the planned sales for a season may total 
$100,000 with planned markdowns estimated at $7,000 (7 per 
cent of sales) . It might be thought best to take no markdowns 
during the first two months while the merchandise is still fresh 
and the season so little advanced. The third month, some of 

* For information regarding markdown percentages in different lines of 
merchandise, see Departmental Merchandising and Operating Results of 
Department Stores and Specialty Stores, Controllers’ Congress, National 
Retail Dry Goods Association, published annually 
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the slower moving items might be reduced although the total 
sales might be higher in this month than in any other month 
during the season The greatest reductions would come during 
the last month when the department was trying to close out the 
season’s stock and make room for the incoming merchandise of 
the next season. The following table shows a possible division 
of the markdown percentage by months and permits a comparison 
with monthly sales* 


Months 

Markdowns, 
per cenf 

Markdowns, 

dollars 

Sales 

February 

None 


5,000 

March. ... 

None 

, 

16,500 

April 

8 


36,000 

May . 

26 

1,750 

25,000 

June 

26 


7,600 

July 

42 

2,940 

10,000 


* Of the season total 


Planned Initial Markup .^ — The initial markup for a depart- 
ment or store is the difference between the cost and retail value of 
the total merchandise handled in that department or store For 
example, suppose a store has the following inventory and pur- 
chases during the spring season; 



Cost 

Retail 

Initial 

markup 

Beginning mventory . . . . 

mm 

— 


Purchases 

1 

IBI 

wmm 


Total merchandise handled . . 

$72,600 

$125,000 

$52,600 


The amount of initial markup in dollars is $62,500. When 
stated as a percentage, initial markup is expressed in terms of the 

'Sometimes called “purchase markup,” although, strictly speakmg, pur- 
chase markup is the difference between the cost and retail value of purchases 
made during a period, whereas initial markup applies to the difference 
between the coat and retail values of the total merchandise handled (including 
openmg inventory as well as purchases for the penod) 
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retail value; thus the percentage in tliis case is $62,600 divided by 
$126,000, which amounts to 42 per cent. 

The planning of initial markup involves the determination of 
the amount of initial markup reqmred to realize the net profit 
desired by the store or department. This difference between the 
cost and the original retail price of the total merchandise handled 
should be large enough to cover the estimated expenses and the 
planned reductions (including markdowns, inventoiy shortages, 
and discounts to customers and employees) and still leave the 
desiied net profit. 

In order to illustrate the planning of the initial markup, let 
us assume the following facts: In a men’s furnishings depart- 
ment, expenses for the spring season are estimated at 25 per cent 
of planned sales. Markdowns are planned at 6 per cent and 
inventory shortages at 1 per cent. The planned sales for the 
season are $4,000. If the buyer wishes a net profit of 6 per cent 
for the season, what initial markup, in dollars and in percentage, 
should be planned for the season? As the percentages are in 
terms of planned sales, it can readily be determined that $1,000 
(25 per cent of $4,000) must be provided for expenses, $200 for 
markdowns, $40 for inventory shortages, and $240 for net profit. 
It is necessary, therefore, to plan an initial markup of $1,480. 

But how is this initial markup of $1,480 to be expressed in 
terms of the original retail price? The initial retail value can be 
obtained by adding to the sales the amount of the reductions 
(markdowns and shortages) ; thus 


$4,000 + $200 + $40 = $4,240 


the original retail value. Then, by dividing the initial markup 
of $1,480 by $4,240 the initial markup is found to be 34 9 per 
cent. 

The above method of determining the planned initial markup 
percentage can be expressed as a formula as follows^: 


Initial markup % = 


expenses + reductions 4- profits 
sales -|- reductions 


1 This equation can also be written as follows: 


Initial markup % 


gross margin + reductions + 

alteration costs — cash discounts 

sales -t- reductions 
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This equation can be used by substituting either the dollar figures 
or the percentage figures for all the items. When the per- 
centage figures are used, sales equals 100 per cent. In the above 
problem the percentage of initial markup may be determined 
directly from the percentage figures as follows: 

25% + 5% -H% -h 6% _ 

100% + 5% + 1% 

The information on the items involved in the determination of 
the initial markup is obtained from the past experience of the 
store or department and from the planned operations for the 
coming season (These planned operations are based to a con- 
siderable extent on past experiences.) The planned sales and 
planned markdowns are already available, for they have been 
planned as definite parts of the merchandise plan. The other 
items such as expenses and inventory shortages may be included 
as a definite part of the plan; if not, estimates will be made for 
them on the basis of past experience, modified in view of any 
changed conditions. 

After the imtial markup for the season and the individual 
months has been carefully planned, the buyer or merchant should 
make a real effort to obtain if. For example, if a report dunng 
a month shows that the actual markup to date is less than the 
planned figure, the buyer should determine how much higher the 
markup on the additional purchases for the period must be in 
order to obtain the desired initial markup. ^ 

Planned Purchases. — One object of the merchandise budget is 
to assist the buyer in making purchases. The chief purpose of 
the purchase-planning and control part of the merchandise plan 
IS to assist the buyer in malang the purchases at the proper time 
and in the correct amounts so that the stocks of the store or 
department will be kept at the desired level in relation to sales. 

The planned-purchases figure is deterinined directly from the 
planned figures for sales and markdowns (and any other “reduc- 
tions”) and the planned stock for the beginning and close of the 
period. The method of calculating planned purchases can be 
shown in formula form as follows:® 

1 Theie might be new conditions arising that would make it desirable to 
modify the planned-initial-markup figure 

• This formula can be stated in slightly different form as: Planned pur- 
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Planned purchases = planned sales + planned markdowns (and 
other “reductions”) 

in planned stock during the period 

To illustrate the method of deriving planned purchases, 
assume that a department has planned sales for May of $10,200 
and planned markdowns of $300 ^ The planned stock for the 
first of May is $40,500 and for the first of June is $36,000; thus, 
a decrease of $4,500 is planned in stock during the month. By 
substituting in the equation given above, the planned-purchases 
amount is obtained as follows: 

Planned purchases = $10,200 -t- $300 — $4,500 = $6,000, the 

planned purchases for May 

The above method gives the planned purchases at retail, or, 
in other words, the retail value of the merchandise that can be 
brought into stock during the period specified. The planned 
purchases at cost can be determined by multiplying the retail 
planned purchases by the complement of the planned-initial- 
markup percentage, that is, by 100 per cent — initial markup 
percentage. If the planned purchases at retail were $6,000 and 
the planned initial markup 40 per cent, the planned purchases at 
cost would be determined as follows: 100% — 40% = 60%, the 
complement of the initial markup. Sixty per cent of $6,000 
(or 0.60 X $6,000) = $3,600, the planned purchases at cost. 

As the season advances and actual figures are computed for 
the activities of the store to date, these actual results can be 
checked against the planned figures to see how nearly the store 
is living up to its planned items. Then the planned purchases 
for the rest of the season can be adjusted in view of what actually 
has happened thus far during the season. For example, if sales 
have been larger than planned, greater purchases than planned 
must be made dunng the balance of the season to keep the 
inventory at the level set in the merchandise plan.® If, on 

chases = planned sales + planned markdowns (and other “reductions”) -f- 
planned closing stock — planned opening stock. 

‘ Other reductions might also he considered, but markdowns are usually 
the most important item among reductions, and so the term “markdowns” 
IS used here rather than the broader term of “reductions ” 

» On the assumption that no other changes offset the effect of this change 


+ increase 
— decrease 
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the other hand, sales have fallen below the planned figures, the 
amount to be purchased should he decreased. 

To illustrate the method of adjusting planned purchases, let us 
assume that a certain department has planned purchases at 
retail for October of $14,300. As should be clear from the 
discussion above, one item taken into account in setting this 
planned-purchases amount is the planned opening stock for 
October. Any difference between plaimed figures and the actual 
results in September will result in the actual inventoiy carried 
over into October being greater or less than the planned opening 
stock for October. Thus an adjustment must be made in the 
October planned purchases in order to keep the inventory at 
the level set in the planned figures. For example, suppose that 
the planned figures and the actual results for September were as 
follows; 


Planned stock at retail. Sept 1 . , . 

$20,000 

Actual stock at retail, Sept 1 

21,000 

Planned sales, September 

. 12,000 

Actual sales, September 

8,000 

Planned purchases at retail, September 

12,500 

Actual purchases at retail, September 

, 10,000 

Planned markdowns, September 

900 

Actual markdowns, September 

1,100 


The adjustment that is necessary in the October purchases as a 
result of the variations between planned and actual results in 
September can be determined as follows: 


■ 


Actual 

Planned 

Stock at retail, Sept 1 . . 


$21,000 

$20,000 

Purchases at retail, September 

. 

10,000 

12,500 

Total goods handled 


$31,000 

$32,500 

Sales, September . 

$8,000 

$12,000 


Markdowns, September 

1,100 

900 


Sales and markdowns 


9,100 

12,900 

Stock, Oct. 1 (September closmg stock) 

. 

$21,900 

$19,600 


$21,900 (actual stock) — $19,600 (planned stock) = $2,300, oveistook 
Planned purchases, October $14,300 

Overstock, Oct 1 . 2,300 

Adjusted planned purchases at retail 
for October ... $12,000 

Open-to-buy. — This term refers to the amount of merchandise 
that the buyer or merchant may order for delivery during the 
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to-buy is the amount by which the adjusted planned purchases 
exceed the outstanding orders (including merchandise in transit) 
for delivery during the period. If the buyer is computing the 
open-to-buy at a certain time in a period, he subtracts from 
the adjusted planned purchases for the month the total of 
all merchandise received so far during the period and all mer- 
chandise that has been ordered for delivery before the end of 
the period. 

On Oct. 15 a buyer may want to know how much he can buy 
during the rest of the month. The merchandise plan shows that 
the adjusted planned purchases for October amount to $8,500. 
The store’s records show that between Oct. 1 and Oct. 15 the 
department has received $4,100 worth of new merchandise, that 
invoices have been received for merchandise valued at $900 
which has not yet arrived, and that there is on order for delivery, 
during October, $360 worth of merchandise for which invoices 
have not been received. To get his open-to-buy for the rest of 
October, the buyer will add the $4,100 (merchandise received), 
the $900 (merchandise in transit), and the $350 (merchandise 
on order for October delivery) and subtract this total sum of 
$5,350 from the adjusted-planned-purchases figure of $8,600; 
this leaves an open-to-buy figure of $3,160. This open-to-buy 
figure at retail can be reduced to cost by multiplying it by the 
complement of the planned initial markup ^ 

In contrast to the above method in which the open-to-buy 
control is based on the predetermined planned purchases, the 
open-to-buy may be determined by figuiing back from the 
planned closing stock. For example, suppose that on June 10 
the buyer wishes to compute the open-to-buy, and he has or can 
secure the folio wmg information: 


Planned stock at end of June $25,000 

Planned sales for June 10-30 .. 8,000 

Planned markdowns for June 10-30 1 , 600 

Actual stock on hand, June 10. . 21,000 


Goods on order June 10 for delivery during June . . 3 , 000 

^ Many stores prefer to show the commitments to date and open-to-huy 
figures at cost. In such oases, the planned-purchases figure is reduced to 
cost (m the manner previously explained) so that when the total commit- 
ments to date on a cost basis are deducted the result is the open-to-buy 
at cost. 



MERCHANDISE BUDGETING AND CONTROL 2‘33 

To determine the 6pen-to-buy, the buyer adds the planned 
closing stock of $25,000, the planned sales for the balance of the 
period of $8,000, and the planned markdowns for the balance of 
the month of $1,500 to get a total of $34,600. From this sum, 
he subtracts the actual stock on hand June 10, $21,000, and the 
outstanding orders of $3,000 (a total of $24,000), which leaves 
an open-to-buy figure of $10,600, at retail 

The merchandise plan gives a buyer at the first of each month a 
certain sum with which he may purchase merchandise during the 
month. It ordinarily does not distribute tins planned-purchases 
figure throughout the month for him. So far as the plan is con- 
cerned he can spend it the first day of the month, save it all for 
merchandise to be delivered the last day of the month, divide it 
equally for each day of the month, or apportion it in any other 
way he sees fit.^ 

The tendency is for him to use a large part of his busdng 
allowance during the early part of the month. As a result, he 
will have reached his buying limits before the month is over. 
There is always a certain amount of fill-in merchandise that 
must be ordered to keep the stocks complete. There will also be 
the opportunity for ordering novelty merchandise ahead of one’s 
competitors, which results in the customers’ always finding 
something new and interesting in the offerings of the store. It 
is for such reasons as these that the buyer should distribute his 
purchases over the entire month in such a manner that he will 
always have some leeway in buying. 

To prevent a department from exceeding its planned-purchases 
limit is one reason for reqmrmg all purchase orders to be con- 
firmed by the merchandise manager’s office. The merchandise 
manager can prevent a buyer from exceeding his purchase limits 
by refusing to confirm any more orders. Because it is usually 
desirable to have some new merchandise continually coming into 
stock, the merchandise manager should warn a buyer early in 
the period that he is in danger of exceedmg his limit if he does not 
slow up his rate of purchasing. 

There are times when it becomes necessary for a buyer to pur- 
chase more than his plan will permit In such a case, he may look 
over his unfilled orders to see if there are any orders that can 

* According to some merchandise plans, restrictions are placed upon the 
buyers' distribution of the planned-purchases amount. 



234 


PRINCIPLES OF RETAILING 


be canceled. At times a shipper may “back-order” certain 
merchandise or ship only a portion of what was ordered. Unless 
the buyer has these balances canceled and deducted from his 
unfilled orders, they cause the actual open-to-buy amount to 
be understated. It is possible that some merchandise ordered 
for delivery this month might be redatcd for delivery duiing the 
next month, the buyer’s open-to-buy being thus increased by 
that amount for the current month. 

A method of obtaining permission for purchases over the 
buying hmit would be to request the merchandise manager and 
the controller to make a change in some of the planned figures 
If during a given month the buyer’s sales have thus far mn ahead 
of planned sales, he can properly ask for an increase in the 
planned-sales figure, which will thus increase his open-to-buy. 
If he feels that the stock at the beginning of the next month 
should be larger than planned in order to take care of larger sales 
which seem probable during the month, he can ask for an increase 
in the planned-stock figure for the beginning of that month; this 
will also increase his open-to-buy for the present month. 

Merchandise Plan Forms. — The forms used in connection with 
merchandise planning and control vary considerably in different 
stores. The following blank example shows a relatively simple 
form for recording the planned figures and the actual results for a 
six-month penod. 

In this form, space is provided for recording the results during 
the past year, planned figures for the current year, and the 
actual results during the current year. The five elements of 
sales, markdowns in dollars, retail stock (first of month), retail 
purchases, and initial markup in dollars are shown by months 
At the top of the form, there is space for recording in summary 
for the season the percentage of initial markup, the percentage 
of markdowns, the percentage of maintained markup, and the 
rate of turnover; for each of these items, last year’s figures and 
the planned figures for this year can be shown Space is pro- 
vided for showing the actual figures for this year after they are 
obtained. 

Limitations to Merchandise Planning. — Some buyers object 
to merchandise planning because they feel that it limits their 
freedom. To the extent that it forces them to go about their 
merchandismg in an orderly fashion, this is true, but merchandise 
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Mbrchandisb Plan 
Qilliatt Clothing Store 

Dept. No, Season — 194 

Last Year Plan Besult 

Per cent of initial markup 

Per cent of markdowns ' 

Per cent of maintained markup 
Turnover (yearly rate) 


Spring se^on 

Fall season 

Feb 

Aug. 

March 

Sept 

April 

Got 

May 

Nov 

June 

Pec. 

1 

July 

Jan 


Sales 

Last year 

■ 






Total 

Planned, tins year 








Actual 








Markdowns, dollars 

Laat year 

■ 






Total 

Planned, this year 

B 







Actual 



! 





Hetail stock, first of month 
Lost year 



' 




Bnd of 

season 

Planned, this year 








Actual 








Eetail purchases 

Last year 







Total 

Planned, this year 








Actual 








Initial markup, dollars 

Lost year 







Total 

Planned, this year 








Actual 









planning does not eliminate judgment upon the part of the 
Wyer The making of a merchandise budget and the monthly 
adjustments of these figures call for the exercise of judgment on 
the part of the buyer. 
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Aa previously pointed out, the buyer should have a part in the 
planning of the merchandising activities of his department. If 
he makes out his own merchandise budget for the season with 
the aid and advice of the merchandising manager and the 
controller, he will naturally understand it better and will be more 
willing to be guided by it. The average store sends the buyer 
frequent summaries and reports showing his progress to date. 
If these are to be of help to the buyer, they must be in such a 
form as will be easily understood. 

Some merchants feel that their stores are too small to use mer- 
chandise planning profitably. No store is too small to plan its 
operations ahead In any store the careful planning of opera- 
tions requires an analysis of past methods and results, which aids 
the merchant in avoiding past mistakes and in repeating success- 
ful methods. The merchandise plan requmes the merchant to 
consider future operations and to set up certain standards of 
performance that will guide him in his efforts to obtain a satis- 
factory net profit. The real difference between the small store 
and the large store is not in the need for merchandise planning, 
but rather in the type of plan required. 

Finally, it should be emphasized that merchandise-planning 
procedures, regardless of how elaborate they may be, are of value 
only if used In other words, merchandise control results from 
the effective use by the merchant in his merchandising activities 
of the data available through the merchandise-planning 
procedures. 
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STOCK CONTROL 

Meaning of Control. — Stock control means the adoption and 
use of some form of record or system that will assist the merchant 
or buyer in keeping stocks adjusted to sales A stock-control 
system is simply an organized method of obtaining and recording 
the desired merchandising facts and information; this alono 
does not constitute control, but rather the basis of control. If 
the information obtained through the system is interpreted and 
translated into action that maintams a balanced assortment of 
merchandise, that is, the right quantity of each type of merchan- 
dise in relation to sales, the store has stock control 

Types of Stock Control. — There are two basic types of control 
that the merchant uses to regulate his stock : dollar control, and 
unit control. The planning and control of stocks in terms of 
dollars constitute an essential part of the merchandise plan, or 
budget, as already described in Chap. XII Dollar-control 
information enables the retailer or store buyer to determine the 
amount of merchandise, in terms of dollars, that should be 
earned at particular times; thus the retailer can determine the 
amount of goods, in terms of dollars, that he is open to buy at 
any time. 

Although a dollar-control system may show a retailer that he 
can purchase $3,000 worth of goods during a particular period, 
it does not provide him with a basis for determining how this 
$3,000 should be apportioned among specific items. His cus- 
tomers will come to his store not primarily to buy a certain 
number of dollars’ woith of merchandise but rather to buy 
specific articles of certain sizes, colors, types, styles, or other 
specific characteristics. Thus, he must properly distribute the 
$3,000 of purchases among the detailed items making up his 
merchandise stock if he is to have a stock that is satisfactory 
from the standpoint of his customers. It is by means of unit 
control that the retailer may attempt to determine the specific 
items to be purchased. 
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Unit control is the control of stock in terms of pieces of mer- 
chandise rather than in terms of dollars.^ Unit-control records 
show the merchant what types, sizes, styles, prices, and colors 
of merchandise have been selling well. This information helps 
him determine the relative impoitance of the different sizes, 
price hnes, or other items by malting it possible for him to 
compare the number sold in each size, pnce line, color, etc., with 
the total number of each group; this information aids him in 
adjusting or maintaining his stock of merchandise in line with 
customer wants. For example, if 17 per cent of the total number 
of men’s dress shirts sold were size 14J'^ according to the unit- 
control figures, the buyer could use this information as a definite 
standard to go by in reoidering. Many stoies, especially the 
larger ones, use both dollar control and unit control, the one 
supplementing the other. It is unit control that tells whether 
or not the buyer is using to the best advantage the money that 
has been allotted to him by the doUar-contiol plan.^ Umt 
control and the types of systems and records upon which such 
control is based will be discussed in this chapter 

Advantages of Unit Control. — The use of a unit-control system 
leads to more profitable retailing because of certain advantages 
to be obtained from the use of such a system. These advantages 
may be summarized as follows: 

1 It reveals the slow-sellmg merchandise. Such a system 
shows the number of each item sold and so automatically indi- 
cates those items that are not moving. Items that do not sell 
cannot bring m a profit and should be weeded out. No matter 
what the goods may be “worth,” a profit cannot be realized 
from them until they are sold; thus, slow-selling merchandise 
means slow profits or none at aU. Because a stock-control system 
reveals the slow-selhng merchandise, it makes possible the placing 

The term “unit control” means simply oontiol in terms of the physical 
pieces of the merchandise rather than m terms of the values; it does not 
signify necessarily that a record is kept of each piece of merchandise With 
some types of goods a separate card or record may be kept foi each mdivid- 
ual article, but m other cases the "unit” may be a dozen or some other 
amount. 

® On the other hand, as pointed out in the discussion of the merchandise 
plan (Chap. XII), one of the factora determmmg the planned dollar stock 
IS the amount considered necessary to provide an adequate assortment by 
styles, sizes, and the other essential characteristics of the merchandise. 
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of selling emphasis on the other items that are ia demand and so 
are selling rapidly. 

With the large number of different brands of the same type 
of article, it is not surprising that a store is inclined to carry a 
considerable number of them. A stock-control system fre- 
quently reveals that a very small percentage of the brands 
account for most of the sales. In such a case the less frequently 
called-for brands can be eliminated without much effect upon 
sales. As a rule, in the few cases where these brands are called 
for, one of the more popular brands can be substituted and any 
loss of sales prevented. Likewise, the unit-control records may 
show that many styles, colors, etc., are being earned for which 
there is very little demand. By decreasing the number of styles 
handled the store not only may lower expenses and increase 
stock-turn, but in addition may be able to increase total sales 
through the greater emphasis on the styles with a good demand. 

2 Unit control reduces the capital investment in merchandise. 
By making it possible to weed out the slow-selling merchandise 
and the unnecessary colois, styles, and assortments, unit control 
releases money formerly tied up in such unprofitable items. 
Thus the store or department can carry on its business on a 
smaller capital investment without cutting down the sales. 
The merchant or buyer may prefer to reinvest this released 
capital in new merchandise that shows merit and that wiU 
increase the sales of the department. If tins is done, the non- 
profitable merchandise has been replaced by new merchandise 
that will sell and so add to the profits of the department or 
store. 

3 A unit-control system is an aid in buying. Many a buyer 
has tried to keep in his mind a record of what has sold well and 
what has not, but with the great variety of merchandise that 
we have today such a method is seldom feasible. In almost all 
cases, written records will prove more practical. Because a 
buyer purchases by articles rather than by dollars' worth, he 
will want records to give him information by number of articles 
rather than by dollars alone In flacing an order, he is more 
interested in knowing that last month the department sold 106 
size 14J4 shirts, 124 in size 15, etc., than he is in the fact that it 
sold $1,400 worth of shirts that month, valuable as the latter 
information may be for other purposes. 
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The unit-ooatrol records will show the retailer how the different 
sizes, styles, colors, price lines, etc., are selling. An analysis of 
this information may indicate changes in customer preferences 
that call for adjustments in the buying plans. Also, the informa- 
tion available may aid the merchant in determimng desirable 
sources of merchandise. For example, information may be 
provided for an analysis of the rate of sale of goods received 
from different vendors. Or the list of the back orders on the 
different cards or other records may give the retailer a record of 
the kind of service given to him by different manufacturers and 
wholesalers. 

4. A unit-control system helps to maintain a model stock 
It provides the information regarding the rate of sale of specific 
lines and items that is essential in any attempt to maintain a 
merchandise inventory properly proportioned to the salability 
of the goods. An adequate and well-balanced stock is essential 
if a store is not to lose sales through bemg “just out” of an 
item when a customer calls for it. Failure to have regular 
merchandise in stock involves not only a loss of sales but in 
addition a loss of store prestige. Also, the resulting rush 
orders from the store involve extra expenses (telegrams, express 
charges, etc.) that seiiously lessen the anticipated profits on the 
merchandise. 

Through experience a merchant can determine the minimum 
number of an item that, when reached, calls for reordering. 
The stock-control record will show when this minimum has been 
reached, and thus the goods can be reordered and placed in stock 
before the item is completely sold out. Conversely, a store may 
desire to place a maximum stock limit, which is the maximum 
number of the items necessary for normal sales. Having more 
stock on hand than is necessary results in inefficient use of the 
capital invested in the inventory, unproductive occupancy of 
space, extra costs in the handling of goods, and the probability 
of a larger amount of markdowns. 

5. A umt-control system saves time for the executives by 
making readily available to them information that helps them 
in their merchandising. By looking over the stock-control 
records or a summary derived from these records, they can get 
information quickly that it would otherwise take some time to 
compile. 
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6. Unit control helps in the planning of sales. The stock- 
control system will show the store what will be suited for special 
sales and what items should be advertised. For example, if a 
store is planning a special sale similar to one held in a previous 
season or year, the unit-control records will answer or help in 
answering such questions as the follovring: What items were 
offered in the previous sale? What articles sold well? Is it 
wise to repeat these items? What items did not sell weE? 
Were there any known reasons for the slow sale of these items? 

Types of Unit-control System. — The type of unit-control 
system to be used in a store or department depends primarily 
upon three factors' (1) the type of merchandise that is being 
controlled; (2) the amount, type, and use of the information to 
be obtained by the system; (3) the cost of the various systems ^ 
The system to be used in any instance is the one which is best 
suited to the merchandise for which it is intended and also the 
one from which the essential information in usable form is most 
readily obtained, provided that this system can be operated at a 
reasonable cost. Most umt-control systems can be classed 
accoiding to one of two general types: (1) physical-inventory 
systems; (2) perpetual-inventory systems. 

Physical-inventory Systems . — Under this type of system, no 
record is kept of the unit sales of a particular item at the time 
of sale. Information as to the stock of an item on hand is 
obtained by an actual count, and the sales for a penod are a 
deiived figure obtained as follows: Opening inventory + pur- 
chases — closing inventory (as shown by the physical count) 
= sales. This resultant figure called “sales” actually includes 
shortages as well as sales, for it is the total number of units by 
which the merchandise stock has been reduced during the period. 

1. Tickler control. This plan is a commonly used form of the 
physical-inventory type of umt control. By this method the 
information regarding stock on hand is obtained by taking 
periodic inventories of the stock and entering the data on cards 
or sheets. These records are usually kept in a file so arranged 
that the stock is inventoried a portion at a time, which results 
in inventoi-y of the entire stock over a regular period.^ In some 

^ These factors aie discussed later in this chapter. 

“ Tlus file IS known as a “tickler file” and the inventory as a “rotated 
inventory ” 
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instances, those items or lines which sell more rapidly are inven- 
toried more frequently than are the other parts of the stock. 

At the time the stock of an item is counted, the retailer can 
determine the sales since the previous count by subtracting 
the present amount of the item from the total of the previous 
stock figure plus the purchases during the period between the 
inventories. 

The tickler-control system is used particularly in the control 
of staple merchandise to help in determining the amount of the 
reorder. The retailer may indicate on the unit-control record 
for an item the maximum stock that should be carried.^ Then, 
each time the item is inventoried, the difference between the 
maximum figure and the actual stock is reordered. For example, 
suppose that the maximum stock for the item is set at 16 pieces 
and the stock is counted every two weeks. If the stock on hand 
at the inventory is 7 pieces, then 9 are ordered 
One of the chief weaknesses of the tickler-control method is 
that it does not provide a perpetual stock figure; thus the inven- 
tory and sales information are not available on a day-to-day 
basis but only at the time of a physical count Also, any diffi- 
culty in getting accurate stock counts weakens the information, 
for the system is dependent on the inventories. It is impossible 
to determine shortages under this method, for there is no book- 
inventory figure available for comparison with the physical 
count of an item.^ 

The chief advantages of the tickler-control type of unit 
control are its simplicity and economy of operation. It can be 
used with some success foi any type of merchandise, except those 
goods in which the fashion element is important The stock 
counts, or inventories, arc too infrequent to give current enough 
information on fashion trends, which may change daily. The 
tickler-control system is widely used in the control of staple 
merchandise and goods of low unit value for which no other type 
^The determination of this amount leqmres an analysis of the rate of 
sale, the desirable reorder period; the dehvery period, and the safety factor, 
that IS, what additional amount is required to cover oases of unusual duetua- 
tions in sales, or delays in the filling or delivery of an ordei 

*The advantages and disadvantages discussed in coiineotion with the 
tickler control may be considered as generally applicable to physical- 
inventory types of unit-control system. 
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of control is possible from a cost standpoint or for which the 
information desired does not warrant an expensive control. 

2. Other types of physical-inventory systems. Other variations 
of the physical-inventory type of system are used by retailers 
In some instances, these may be little more than periodic exam- 
inations of the various items in stock. In other cases the stocks 
on hand may be compared with basic stock or assortment lists 
by the retailer as a means of preventmg “outs” in items that are 
essential. 

Another vanation of the physical-inventory system is the 
minimum-control type. With this method the items are not 
inventoried periodically. Instead, a minimum stock quantity 
is determined for each item; and when the stock is reduced 
to that level, notice is sent to the buyer. A common plan is to 
mark the minimum-stock point in the stock itself by some 
physical means. For example, a card, a gummed label, or some 
other form of reminder is placed at the point in the stock at 
wluch the minimum amount is reached. When the stock is 
reduced to this level, the reminder card or label is removed and 
sent to the buyer as a guide for reordering.^ 

Perpetual-inventory Systems .^ — In systems of this type the unit 
sales of the items are recorded. With the sales of an item avail- 
able, the amount of the item on hand can be derived as follows • 
Opening inventory -f- purchases — sales = closing stock. As 
the sales figures are currently recorded, a perpetual inventory 
can be maintained by subtracting the sales in units from the 
total of the previous inventory (in units) plus the purchases (in 
units). Thus the basis of this type of system is the recording 
of sales with stock figures derived as shoim above wheieas the 
physical-inventory type of system, as already indicated, is based 
upon actual counts of the stock and the unit sales of an item is a 
derived figure. 

The unit sales of merchandise items may be obtained by 
different methods; the method used m a particular form of 
perpetual-inventory system is usually indicated by the name 
given to it. The more common of these are sales-check control, 
stub contiol, and reserve-requisition control. 

1 These reminder cards should oontam the necessary reorder information. 

» Also called “sales-analysis” systems. 
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1. Sahs-check control. When this method is used, the sales- 
clerk at the time of a sale makes out a duplicate sales slip which 
contains the necessary stock-control information. Such informa- 
tion as number of items, size, color, type, and the retail price 
may be shown on the sales check. Either at the end of the day 
or at intervals during the day the duplicate sales checks are 
collected; and after they have been audited, the information on 
them is posted or recorded on the umt-control forms ’■ 

The chief disadvantages of obtaining the sales information 
for unit control from the sales check are as follows: (1) It takes 
time to record all the required information on the sales slip; 
thus the method uses up more of the time of the salesperson, the 
purchasing customer, and any prospective customers who are 
waiting for service. (2) There is the possibility that the sales- 
person, especially at rush time, may inaccurately record the 
information desired and so prevent accurate piece records, 

2. Stub control. If the nature of the merchandise makes its 
use possible and practical, stub control is a more satisfactoiy 
method than sales-oheck control. Under the stub-control 
system, a perforated price ticket is used, each half of which 
contains the same information. When the article is sold, half 
of the ticket is torn or chopped off, and the information for the 
unit-control record is obtained from this stub of the price ticket. 

The required information is printed or wntten on the pnee 
ticket when the goods are marked, and the salesperson simply 
tears or chops off the stub part of the ticket; thus the chance of 
error in recording information on the sales check is not present 
It also requires less of the salesperson’s and customer’s time. 
Also, since the portion of the ticket that remains on the mer- 
chandise usually is practically identical with the stub, it makes 
identification easy if the merchandise is returned. 

With the stub system, a locked machine may be used to clip 
the stub from the rest of the price ticket. As the stub is chpped 

1 In some sales-oheck control systems, the sales information for the control 
record is obtamed from the sales checks before the ordtna liave been filled 
or the checks audited, This method, which is called pi tor saks-check control, 
IS used primanly m departments where the deUveiy to the customers is 
made from stock in warehouses. With this system the sales checks are 
entered on the control records as soon as they are made out by salespeople, 
or at least at very short intervals during the day, this tends to make it an 
expensive type of control. 
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off, it drops into the locked box of the machine. The stock- 
control office has the key to these boxes and collects the stubs at 
intervals The stubs are then sorted according to the arrange- 
ment of the stock-control records. They may then be posted 
directly to the records or summarized on a separate sheet and 
then posted from this summary sheet. 

3. Reserve-requisition control. With this type of control, 
no record is kept of the actual umt sales of an item on the selling 
floor. As the merchandise m forward stock needs replenishing, 
requisitions are made against the reserve stock. These requisi- 
tions, which show the quantity of an item withdrawn from 
reserve stock and sent to the selling floor, are considered as sales 
and are posted to the control records. This system is based on 
the assumption that the movement of goods from reserve stock 
to the selling floor is indicative of sales over the counter. There- 
fore, the stock figures shown on the control records represent 
reserve stock only, and the amounts reqmsitioned for the selling 
floor constitute the sales. A perpetual inventory of the reserve 
stock is maintained by adding to the previous inventory the 
number of pieces received and subtracting the number sent 
to the selling floor. As the amount of merchandise in reserve is 
always known and the requisitions are assumed to indicate the 
sales, the retailer has the information necessary as a gmde in 
maintaining the reserve stocks at a level that will keep the selling 
floor supphed. 

The reserve-requisition type of unit control is widely used for 
merchanchse of which a relatively large number of items is 
carried and of which a large proportion is kept in reserve stock 
and requisitioned as needed ^ A basic stock is determined for the 
selhng floor, and it is essential that tliis forward stock be replen- 
ished regularly, for otherwise requisitions for a period will not 
give a true indication of sales during that time interval. This 
system of unit control is ordmardy less expensive than either 
stub or sales-check control because it eliminates the process of 
recording the actual sales on the selling floor. It is simpler 
and less expensive to total the requisitions for a particular item 
than it is to obtain, by the sales-check or other method, the actual 
unit sales over the soiling counter Thus the reserve-requisition 
type of perpetual-inventory unit control may be usable for some 

I Toilet goods and drug items are examples. 
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items for which stub control or sales-check control would be 
impractical. 

Evaluation of FerfetuaL-inventory Systems . — Many other varia- 
tions of perpetual-inventory systems of umt control are used by 
different stores, but those described above should be sufficient to 
indicate the essential difference between this type and the 
physical-inventory systems. Perpetual-inventory sytstems pro- 
vide day-by-day information on sales and stocks; thus, they 
provide data that are essential in the control of fashion merchan- 
dise, This type of system also furnishes a means of determining 
shortages, for the perpetual inventory, which shows what 
quantity of an item should be on hand, can be checked by an 
actual count of the stock. 

However, the perpetual-inventory type of system is ordinarily 
more expensive and more comphcated in operation than the 
physical-inventory systems. The perpetual-inventory systems 
are restricted largely to fashion merchandise and to merchandise 
with a unit price that is large enough to justify the cost of the 
method.^ As already pointed out, the reserve-requisition type 
is more widely applicable from a cost standpoint than are the 
other poipetiial-inventory systems because of the use of the 
total of requisitions as “sales." 

How to Plan a Unit Stock Control. — The first step in planning a 
umt stock-control system is that of studying and classifying the 
merchandise. This is very important, for the type of mer- 
chandise usually is the primary consideration in the selection of a 
type of control. The study of the merchandise will involve a 
consideration of such factors as the fashion element, the physical 
characteristics, and the unit price of the articles, with special 
reference to the manner in which these characteristics of the goods 
affect the umt-control problem. For example, if the mer- 
chandise has considerable fashion element, the tickler-control 

1 A simple control system that is often practical for items of high umt 
price, such as furs, pianos, and expensive jewelry, is to prepare a separata 
card for each article When an article is received a card is made out for it 
showmg the basic data, such as retail price, size, type, and material. The 
cards are filed m a “stook-on-hand” file. When, the article is sold, the card 
is taken from the stock-on-hand file and the date sold, perhaps the name and 
addiess of the customer, and any other desired information are recorded 
on it, then it is filed m a “sold” file. Thus, at any time, one file shows the 
sales of the article and the other the stock on hand, 
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system probably is undesirable; or if the physical characteristics 
of the merchandise are such that a stub cannot be attached, the 
stub-control system may be out of the question; or if the articles 
are of low value, perhaps only tickler control or reserve-requisi- 
tion control is practical from a cost standpoint. 

The articles in the store should be classified into groups with 
similar characteristics from the standpoint of umt control. In 
the larger stores with departmental organizations, the type of 
unit control necessary may be planned according to departments. 
However, even in one department, there may be a need for the 
use of more than one type of unit control to meet the require- 
ments of the different articles. TJmt-eontrol recoids can best 
be made use of when similar merchandise is grouped together, 
because the buyer or merchant can compare the results of the 
different groups. Also, by keeping unit-control records on a 
departmental or classification basis, they can be considered and 
discussed in connection with other store recoids or plans which are 
usually broken down according to groups of merchandise, selling 
departments, or classifications (subdivisions of departments) 

The next step is to determine the amount and type of informa- 
tion the store desires to obtain from its umt-control system The 
collection of merchandising facts that are not needed or used 
adds unnecessarily to the cost. On the other hand, no informa- 
tion needed by the store should be omitted, provided it can be 
obtained without too great a cost. The question of the amount 
and type of information needed must be answered largely in 
terms of the major purposes of the control. What is it intended 
to do? What divisions or individuals in the store will use the 
information? What information, and in how much detail, is 
required in view of the purposes of the control and the parts 
of the store organization that wdl use it? It is only by careful 
consideration of these basic questions that the retailer can 
determine what information should be gathered. 

The answers to the above questions are conditioned, naturally, 
by the merchandise to which the system is to be applied. A 
sound decision as to what constitutes pertinent merchandising 
facts for the unit control of particular merchandise can be reached 
only after careful study of the conditions under which the goods 
are obtained from vendors and under which they are sold. In 
deciding what comprises the essential information to be gathered, 
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the conditions of customer demand deserve the most attention. 
Without a study of the customer and the intensity of his prefer- 
ence for the variations in which the merchandise may be had, no 
intelligent decision can be made as to what facts are worth 
collecting and recording. For example, in men’s shirts the 
customer preferences as to type (work, dress, sport, or formal 
dress shirt), size, style (collar attached or neckband), price, and 
sleeve length are of sufficient weight to warrant a definite unit- 
control system. In the ease of shoes, the store or department 
may desire to obtain information on the following points: type 
(sport, evening, etc.), color, material, heel, size, price, and style 
number. 

The following list suggests the types of infoimation that may 
be collected and recorded in various unit-control systems. 


1. Retail price of the item 

2 Size 

3 Color 
4. Style 

6. Material 

6. Source 

7. House lot number 

8. Cost price of the item 

9. Price changes 


10. Number of itsms on hand 

11. Number of items on order 

12. Number of items received 
13 Number sold 

14. Merchandise returned by cus- 
tomers 

16. Merchandise returned to manu- 
facturers 


The importance of the above points and the number of them 
recorded naturally vary accordmg to the type of merchandise 
and the use made of the information. A depaitment handling 
men’s suits may buy all the suite in a particular price hne from 
one manufacturer and so may not include the source as one type 
of information to be recorded. In one Ime of merchandise, style 
may be one of the basic merchandising facts to be recorded; 
in other goods, style may not be a factor. 

The third step in planning a unit-control system is to determine 
whether or not the merchandismg information and aid to be 
obtained from a particular system justify the cost of installing 
and operating the method. The information obtained from a 
good stock-control system would be of help to any department or 
store. This help, however, is a relative matter, for in some 
cases the costs of operation may more than balance the help given. 

If the unit price of the articles is low and the number of 
transactions large, the cost of maintaining a unit control may be 
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prohibitive. In other cases, a store or department may be able 
to use a unit-control system but is restricted to a type or method 
that does not meet aU its needs because that type is the only one 
that can be operated at a low enough cost. If a merchant can 
afford to collect and record only a few facts, he should be sure 
that those few are the ones of most significance to him in his 
merchandising plans;'- then, as the capacity to add to them 
arises, the information of next importance should be added. 
Whether or not a unit-control system can be operated at a 
reasonable cost in relation to the merchandising aid available 
from it depends largely upon the extent to which the retailer has 
carefully determined (1) the purposes of the system, (2) the 
essential facts to be gathered in the light of these purposes, and 
(3) the simplest way of gathering and presenting effectively these 
basic facts 

Introduction of the Unit-control System. — Because it may not 
be easy to change from one system to another, it is best to give 
careful thought m the beginning to the planning of the system. 
Likewise, the proper introduction of the unit control into the 
store is very important; for its success or failure, or at least its 
degree of success, often is determined to a large extent by the 
way in which it is put into use m the store. 

Many stores have introduced unit control in only one depart- 
ment at first and then have gradually installed it in others. Or in 
small stores with little or no departmentalization a unit-control 
system may be apphed fiist to two or three lines in which the 
store has a relatively heavy investment and then added gradually 
for other types of articles.'' This method has these advantages; 

(1) Mistakes can be more easily rectified and a woikable and 
efficient system evolved that can be more widely used in the store. 

(2) Demonstrating the success of the umt control m one depart- 
ment convinces the other departments of its worth. Because 

1 For example, m shirts, size and sleeve length are moie important than 
pattern or color It may be easy to substitute another color or pattern, 
but size substitution rarely is possible. 

® For example, m Hardwai e Retailing, p. 163, National Eetail Hardware 
Association, Indianapohs, Indiana, the follo-wmg are suggested as the hard- 
ware-store Imes that might be given early attention during the mtioduotion 
of unit control, house pamts, enamels, lacquers, enamelware, aluminum ware, 
lawn mowers, steel goods, screen wire, fencmg, stoves, electric icfrigerators, 
and electric washers 
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there may be opposition to stock control on the part of buyers, 
it may be best to let the control system prove its value in a few 
departments before it is widely adopted. (3) The gradual 
introduction of unit control helps to prevent its application to 
departments or merchandise lines for which it may not be 
desirable from a cost standpoint. A unit-control system should 
be applied to additional hnes or departments only as it is deter- 
mined with reasonable accuracy that the value of the information 
to be obtained will overbalance the costs involved. 

Some stores experiment with a system before permanently 
installing it. The temporary forms are mimeographed or multi- 
graphed, and then changes are made in them as adjustments are 
shown to be desirable. This eliminates the necessity of scrap- 
ping an expensive system installed before the store or department 
knew what was best. The system that will prove successful 
in one hne of merchandise may not succeed in another because of 
a difference in the nature of the goods and the information sought. 
As an example, a stock-control system used for furniture probably 
would not be suited to a notions department. Thus a store must 
work out different systems to fit the needs of its different types of 
merchandise 

After a system has been permanently installed and in use for 
some time, its operation should be reviewed so that any difficul- 
ties may be corrected This review may reveal, for example, 
that the system is not properly understood by some individuals 
handling parts of the work connected with it; thus, they are 
making errors that seriously lessen the value of the entire 
method. 

Form of Unit-control Records. — The form and general arrange- 
ment of the control records are determined largely by the amount 
and kind of information collected. Thus the decision as to the 
infoimation to be gathered provides the basis for the selection of 
suitable unit-control forms. A store may work out its own form, 
get one already devised by a trade association or a vendor, or 
buy one from a manufacturer of such supplies. ‘ 

The unit-control records may be maintained on cards or sheets, 
in columnar books, on visible index cards, or in various other 
forms. A common arrangement of the control record is to have 

Planning such forms is a part of the work of the salesmen of these 
manufacturers. 



STOCK CONTROL 


251 


spaces or columns for day-to-day conditions of the stock. ^ 
Across the top of the card or page may be shown the days of the 
month, and down the left-hand side are spaces for “on order,” 
“received,” “sales,” and “on hand.” Some cards have space 
for only one month; others provide for a season by hsting the 
months, also, down the left-hand column Other stock-record 
cards show columns across the top for colors with spaces on the 
left-hand side for puce lines. Many other arrangements of 
stock records are used. The arrangement should be designed 
with the idea of obtaining economical recording of the merchan- 
dise facts in a form convenient for use. 

Some stores keep these reeoids in a regular card file. Such a 
system is very flexible. Any change in the general arrangement 
can easily be made, such as removing a card for a closed-out 
item or changing a card to another location in the file. How- 
ever, there is a chance of a card’s being removed from the file 
and lost. Another method is to use either a loose-leaf or a 
bound ledger 

Where reference is frequently being made to stock records, 
some form of visible index system may be desirable These come 
in either card or book form and are so arranged that a portion of 
the card or sheet is always visible. In this way the desired record 
can be obtained quickly. The use of colored signals or flags 
attached to the forms also gives ccitain information at a glance. 
In one department a red flag attached to a card vull indicate to 
the buyer that these goods are not selling rapidly A blue flag 
may mean that the minimum quantity has been reached and the 
buyer should reorder. One advantage of the visible index system 
is the saving in time both to the buyer using the system and to 
the clerk who does the posting on the forms. Another advantage 
is that there aie no lost or misplaced records, for the cards or 
sheets are not removed from the file for posting. 

Stock-control Card Illustrated. — On the next page there is 
reproduced one foim of stock-control card that provides a 
perpetual inventory record of the merchandise. This gives a 
pictm'e of the transactions day by day. At the upper left- 
hand corner is found the store’s number for a particular item, a 
traveling bag, and its retail price. Next the name of the com- 

1 In physical-inventory systems, the stock amounts can be shown only 
at the times of the periodic inventories 
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pany from which the bag was purchased is shown. There 
follows the name of the article and a description of its material. 
Running across the top of the card are 31 columns, one for each 
of the days in the month. Down the left-hand side of the card 
are spaces for each of the six months of the season. For each 
month there are spaces to show the goods received, those on 
hand, the number sold, and the amount on order. A figure in 
red ink in the “received” space shows a return by a customer. 
When goods are received, they should be canceled in red ink 
in the “on order” space. The “on hand” space can be filled in 
each Monday. The use of red ink is indicated in this illustration 
by circling a figure 

As shown on this card, there were 28 bags on hand on Monday 
morning, Feb. 1. There were 22 sold during that week. On 
Feb. 6, 1 bag was returned by a customer and 18 more were 
ordered On Monday morning, Feb. 8, there were only 7 bags on 
hand. During the day, 18 were received. It was at that time 
that the 18 shown in the “on order” column was canceled. 

Records Necessaiy for Unit Control. — The records that are 
necessary to provide the information for unit control vary 
according to the type of control system and the amount of 
information used in the stock control. Information concerning 
the following items should be available if a stock-control system 
is to give a correct picture: 

1. Orders of merchandise 

2 Receipts of merchandise 

3 Sales of merchandise^ 

4. Returns by customers 

6. Returns to manufacturers 

6 Price changes 

7. Transfers of merchandise from one department to another 

“ On order” information will be secured either from the buyer’s 
copy of the purchase order or from a duplicate copy of the order 
which is made especially for this purpose. 

“Receipt of merchandise” information may be posted directly 
from the invoice after it has been checked against the actual 
merchandise and retailed by the buyer. Some stores make out 

1 In a physical-inventory system of stock control, such as the tickler con- 
trol, the sales figures are not obtained directly, as they are m the perpetual- 
inventory systems, but instead are derived from the followmg equation: 
Previous stock -f receipts for period — new stock ■= sales for period. 
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a receiving sheet as they check the incoming merchandise and 
then post the receipt of the goods on the control records from 
this sheet. A thud practice is to make this entry directly from 
the articles'- themselves as the buyer is inspecting the incoming 
merchandise This method is used at times because the invoice 
does not give sufficient information. Posting from the invoices 
has the advantages of talcing less time than the use of a receiving 
sheet and of not requiring that the work be done on the selling 
floor, as may be the case when posting directly from the mer- 
chandise Its chief disadvantage is the possibility of delaying 
the movement of the invoice. 

“Returns by customers” are in reality additions to stock and 
so should be included in a stock-control system. A record should 
be made of all such merchandise before it is replaced in stock and 
these returns should be posted daily 

“Returns to manufacture! s” are deductions from the stock 
on hand. Most stores have a special form to be filled out for 
such returns Postings can be made from this form. When an 
order or a portion of an order is canceled, that fact should be 
recorded, because otherwise the “on order” figure will be 
incorrect. 

“Price changes” usually are markdowns. A record of all 
markdowns should be kept in a special book. The posting can 
be done either from this book or, if new price tickets are placed 
on the merchandise, from the old price tickets, which must carry, 
also, the new price 

A record should also be kept of departmental transfers of 
merchandise. Such a transfer means a deduction from the stock 
of one department and an addition to the stock of another. This 
information can be placed on a transfer form and posted on the 
stock-control records from this form. 

Inaccuracy in Unit Control. — It is only natural that inac- 
curacies will occur in the collection and recording of unit-control 
information If the deviations from the correct figures are 
small, they will not seriously lessen the worth of the records; 
however, a store should check such records and attempt to keep 
them as accurate as possible. 

There are three main causes of inaccuracy in unit control: 
(1) failure to get all records; (2) failure to obtain complete and 

‘ For example, such articles as garments. 
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correct information on records; (3) inaccuracy in the posting of 
records or other clencal work. The first cause is probably the 
most easily corrected. The person in charge of the unit control 
must be certain that he knows the store systems^ and routine 
for records well enough to be sure no records that are essential 
in unit control are omitted because of exceptions or irregularities 
in the normal procedures. It is best ordinarily to build the 
routine of the unit-control system around the basic store systems 
rather than to try to rebuild the store routines to meet the umi~ 
control procedures. For example, the routine for obtaining 
information on the units of merchandise returned by customers 
should be planned in relation to the store’s method of handling 
such returned merchandise. In many cases, some of the data 
needed for the umt-control records will be available from the 
regular store systems with little or no additional work. ^ 

The second source of inaccuracy, the failure to obtain com- 
plete and correct information on all records, is more difficult to 
overcome The control supervisor must issue careful and pre- 
cise information to everyone that has any part in the unit control 
so that it is generally understood exactly what is needed in the 
system It is important that everyone concerned understand 
that a complete performance of his task is essential to proper 
operation of the system. Otherwise, for example, a person 
handhng a certain phase of the system may decide that he can 
short-cut or simplify his part, without realizing that by so doing 
he may cause inaccuracies at other points in the system. Also, 
it is important that the supervisor of the system make sure 
that the activities in the unit-control procedure are not made too 
difficult. The third source of error, clerical inaccuracy, can be 
overcome or lessened by proper selection and training of the 
unit-control personnel and by careful supervision of the clerical 
activities. 

Variations between the stock amounts as shown by the book 
records and those shown by actual counts will arise from such 
causes as theft of merchandise, inaccurate postings of informa- 
tion, inaccurate checlang at time of receipt of merchandise, and 
inaccurate measurements and weights. At the time a store 

1 By store “systems” (or system) is meant the methods of handling the 
various types of sales transactions and other trarisactions and activities 
that require specific routine 
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takes its regular physical inventory of all its stock, these inven- 
tory figures can be used as a check against the stock-control 
records. At any time a physical count can be made of the goods 
in a merchandise classification or of a particular lot; then the 
control records can be revised 

Unit-control Reports. — The retailer must remember that all 
the work of collecting and recording the unit-control information 
is simply a means to an end — ^the effective use of that information 
in aiding the store to keep complete assortments at the right 
time and price and still not be overstocked The value of the 
analyses and reports secured from the unit-control records ought 
to be judged in the light of that essential purpose of unit control 
rather than by their number and variety. 

In preparing reports that will be usable and effective, the 
following considerations are particularly important:^ (1) They 
should be prepared in as simple form as possible. Thus, they 
can be easily read and understood, and there is leas chance of 
misinterpretation of the data presented. (2) As nearly as 
possible the reports should be self-sustaining; that is, it should 
not be necessary to refer to a number of reports to get one type 
of information (3) The reports should be completely headed, 
to show at a glance what they cover. This is especially impor- 
tant with tabular material. 

The number and type of reports vary greatly according to 
differences in size of store, type of control, extent of the control, 
and other factors. The unit-sales information obtained by use 
of the control system may be presented in reports covering 
particular periods and presenting an analysis of sales by price 
line, style number, and other merchandise breakdowns. For 
example, for a dress department a sales report might show the 
daily unit sales broken down by classifications (subdivisions of 
a department), price lines, style numbers, and vendors. For 
other merchandise the sales report might cover a longer interval 
and present an analysis of sales by other breakdowns. Like- 
wise, the stock information available may be presented m 
various forms depending upon the particular inventory facts 

‘These considerations "were suggested in a talk entitled “Classification, 
Price Line and Unit Control,” given by Jack Gilbert (Purchasmg Agent, 
Mandel Brothers, Chicago) before the class in retail merchandise control of 
Northwestern University. 
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that are to be emphasized. In addition to the usual reports 
and analyses of sales and stocks, many other reports may be 
prepared such as periodic summaries of slow-selling merchandise, 
“best-seller” reports, and reports on “low” and “out-of-stock” 
merchandise Certain summaries or analyses of the umt-control 
information may be designed to emphasize the trend in sales or 
stock conditions. For example, a color report for a particular 
item might present, along with the percentages of sales in each 
color during a paiticular week, comparison figures for previous 
weeks; thus, any changes in the popularity of the various colors 
would be indicated. 

If the unit-control records and reports are really to aid in the 
control of stock in physical umts, they must not be considered 
merely as historical data. Instead, they must be analyzed 
carefully as a means of determining what steps can be taken to 
obtain a better adjustment between stocks and sales. For 
example, an analysis of a report on slow-selling merchandise may 
reveal steps that can be taken to eliminate much of this stock 
A comparison of such reports peiiodically should indicate what 
progress is being made as a result of the action taken Or a 
comparison of sales and stocks of an item by price lines may 
indicate that the stock is being carried in amounts entirely out 
of proportion to the sales volumes of the different prices. If a 
perpetual-inventory system of control is used, a comparison 
of the book inventory figuie with the physical inventory at the 
end of a season, or whenever a physical inventory is taken, may 
help in locating stock shortages in specific parts of the stock. 
Many other examples could be given of the valuable merchandis- 
ing information that can be obtained from the unit-control 
records and reports 

Limitations of Unit Control. — The value of the unit control 
naturally is limited to the use made of the information gathered. 
There is a real danger that after a stock-control system is installed 
and in operation the retailer or the store buyers will ignore it 
or at least will not make the most effective use of the information 
made available. 

Some buyers are opposed to unit-stock control because they 
feel that it takes away from them some of their freedom of action; 
as one buyer expresses it, “Stock control tends to make buying 
automatic and so removes the necessity of a high-class buyer.” 
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However, even in the case of certain staples controlled on a maxi- 
mum- and minimum-stock basis, there is need of comparatively 
frequent revisions and adjustments. The fact that the stock of 
certain articles can be controlled to some extent on an automatic 
basis is an advantage to the buyer, for it liberates him from 
routine and gives him more time for planning. Also, unit-control 
records give him a better basis for interpreting consumer demand. 
Instead of relying upon hunches or memories, he has an accurate 
picture of what has been the case in the past and what is proving 
to be the case in the present concerning the sale of sizes, styles, 
colors, etc. 

One means of getting buyers to use a stock-control system 
properly is to sell them on its worth. They should be shown how 
it helps them rather than hinders them in buying. Another 
means is to make it easy for the buyers to use such a system, If 
the records are kept near the buyer, it is more convement for him 
to consult them Many of the larger stores find that their buyers 
are too busy to keep in constant touch with all the stock-record 
cards; hence, they prepare daily, weekly, or monthly summaries 
for the buyers. These recapitulations bring to the buyers’ 
attention important facts brought out by the stock-control 
system Where the departments keep their own stock records, 
the cards are close to the buyers so that they can consult them at 
will. If the stock-control office is under the general mer- 
chandising manager or the controller, it is more usual to find the 
information summarized for the use of the buyer. 

Even though a umt-control system is used, it does not provide 
an answer to aU merchandising problems. The information 
made available constitutes a valuable guide to the retailer in 
his merchandising operations, but the system and the facts 
available from its use do not replace the need for imagination 
and sound judgment on the part of the retailer Actual control 
of merchandise stock involves proper interpretation of merchan- 
dising data and the malang and execution of decisions based on 
these interpretations. However, if properly used, an organized 
method of unit control provides the retailer a more factual basis 
upon which to make decisions that will direct his merchandising 
ability and financial resources into profitable merchandising 
channels. 



CHAPTER XIV 
STOCK TURNOVER 


Meaning. — The word turnover has been used so much in retail 
discussions during the last few yeais that it seems almost unneces- 
sary to define it. However, one finds that it is employed in 
different senses by those who use it. It is used loosely to mean 
"a stock turn” or the rate of stock turn. In general the meaning 
of the word also includes capital turnover as well as stock 
turnover. 

A stock turn is commonly defined as the sale of and the replace- 
ment in stock of a given quantity of merchandise. ^ If a merchant 
has a stock of 50 dresses and during a month sells and replaces in 
stock 60 dresses he has had “a stock turn.” 

The rate of stock turnover (or rate of stock turn) is the number 
of times that the average stock is sold and replaced during a 
certain period of time. The rate of stock turn ordinarily is 
expressed on a yearly basis; thus, unless a statement to the 
contrary is made, the rate of stock turnover foi a store or depart- 
ment means the number of times during the year that the average 
stock has been sold and replaced. In some departments the rate 
of stock turn may be figured for the season; in other oases, it may 
be computed on a monthly basis or even on a weekly basis if the 
department has a very rapidly moving stock or if the mer- 
chandise plan IS broken down by weeks. 

Distinction between Stock Turn and Capital Turnover. — 
As contrasted to the rate of stock turn, which measures the 
number of times that the average stock has been turned into sales, 
the rate of capital turnover ordinarily measures the number of 
times during a period that the cost of investment in merchandise 
IS returned m sales When used in this sense, the rate of capital 
turnover is determined by dividing net sales at retail by the 
average stock at cost (which represents the average investment 
in merchandise). Capital turnover also is used in some instances 

i Other teriQB synonymous with “stock turn" are “stock turnover" and 
“merchandise turnover.” 
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to refer to the i-elationship between net sales and average work- 
ing capital and m still other eases to express net sales divided by- 
average net worth. 

The rate of capital turnover is an index of the degree of employ- 
ment of capital and is of importance particularly to investors. 
However, as a measure of merchandising efficiency, the rate of 
stock turnover is commonly used. In the following discussion, 
unless otherwise stated, the word turnover will refer to stock 
turnover.’- 

How to Figure Stock Turn.- — Strictly speaking, the rate of 
turnover refers to the movement of the actual physical stock; 
therefore the rate of turnover may be obtained by dividing the 
number of units sold by the average number of units in stock 
during the period For example, suppose that during a period a 
merchant sold 1,000 units of an article and that the average num- 
ber of units of the article in stock dunng the period was 500. 
The rate of turnover in that case would be 1,000 divided by 
600, or 2. 

The hmitations of the above method are apparent when one 
considers the large number of items carried by the average 
retail store.* As a result of the impossibihty, or at least the 
impracticability, in many instances of figuring the rate of stock 
turn in terms of physical umts, the rate of turnover ordinarily 
is figured from sales and stocks expressed in dollars. 

Two different methods of determining the rate of stock turn 
through the use of dollar figures are in common use. The rate 
of turnover may be figured by dividing the net sales (at retail) 
by the aveiage stock on hand (at retail). For example, a mer- 
chant has had sales during the year of $10,000 and an average 
stock at retail of $2,500. In figuring liis turnover, he would 
dmde the $10,000 (sales) by the $2,500 (average inventory), 
which would give 4 as his rate of turnover. This merchant could 
then say that he had turned his stock four times during that 
year. 

1 If goods were sold at cost, the rate of capital turnover and stock turn 
would be the same This is on the assumption that capital turn is bemg 
used in the sense of the relationship bet-ween sales and the average invest- 
ment in merchandise 

“ For example, think of determining on a physical-unit basis the turnover 
in a hardware store in which several hundreds or even thousands of items 
are earned. 
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The second method of determining the rate of turnover when 
dollar figures are used is to divide the cost of sales (cost of mer- 
chandise sold) by the average inventory at cost. Thus, on the 
basis of a cost of sales of $8,000 and an average inventory at cost 
of $2,000, then $8,000 divided by $2,000 would give a rate of 
turnover of 4 

In figuring stock turn, it is essential that both sales and inven- 
tory be upon the same basis; that is, one cannot be taken at retail 
and the other at cost. Unless they are figured on the same basis, 
an accurate stock-turnover figure cannot be obtained. ^ If the 
merchant desires to use inventory figures on a cost basis, he must 
reduce his sales to cost befoie he divides the sales amount by the 
average stock figure. The sales can be reduced to a cost basis by 
multiplying the sales at retail by the complement of the gross 
margin peicentage Thus, if the gross margin is 30 per cent 
and the sales $60,000, the cost of the goods sold would be 70 
per cent of $60,000 (0.70 X $60,000), which would amount to 
$42,000 

In stores using the retail method of inventory® the standard 
practice is to determine the rate of stock turn on the retail basis 
(sales divided by average inventory at retail) However, 
many stores, particularly smaller ones, operate on the cost 
method of inventory and do not have available inventory figures 
at retail; thus, the rate of stock turn is determmed by dividing 
the cost of sales by the average inventory at cost. If both 
methods are used, one as a check against the other, the cost 
method will show a slightly higher rate of turnover, as a rule 
To illustrate, assume sales of $9,000, average retail stock of 
$3,000, initial markup of 35 per cent, and a gross maigin of 30 per 
cent. The rate of turnover would be figured by the two methods 
as follows : 

Stock turn (retail) = = 3 

c,, , . , $9,000 X 0.70 „ „„ 

Stock turn (cost) = = 3 23 

1 If sales at retail are divided by average cost inventory, the resulting 
figure IS the rate of capital turnover rather than the rate of stock turn The 
relationship between capital turnover and stock turnover can be expressed in 
equation form as follows' Stock turnover = capital turnover (100 % — initial 
markup %) The higher the markup, the greater the diffeience between 
the rate of capital turn and the rate of stock turn. 
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The cost method gives a slightly higher figure because the sales 
amount is reduced by the percentage of gross margin, which is 
smaller than the initial markup percentage by which the average 
retail inventory is reduced to cost.^ Because the gross margin 
obtained ordinarily is less than the initial markup, there results 
the above difference in rate of turnover as figured by the two 
methods. 

Determining the Average Inventory. — The determination of 
what constitutes an average inventory is a problem of real 
importance, because the accuracy or inaccuracy of the average- 
stock amount directly affects the rate-of-turnover figure If the 
method used to obtain the average stock figure results in an 
understatement of the amount, the resulting rate of stock turn 
will be larger than the rate actually obtained; on the other 
hand, an overstatement of the inventory amount would result 
in an understatement of the rate of turnover. 

In many stores the average inventory figure is determined by 
adding the opemng and closing inventories for the year and 
dividing the total by 2. A physical inventory, or count, in these 
stores ordinarily is taken at the end of the year The physical- 
inventory figures represent the closing inventory for that year 
and the opemng amount for the next year. As a result, the 
average stock for a particular year is simply the average of the 
closing inventories of that year and the previous one. This 
average inventory, then, really indicates only the amount of stock 
on hand at the ends of the yeais and may not be at all repre- 
sentative of the average amount on hand throughout the year 
This is especially true because many stores let their stock dechne 
at the end of the year in order to make it easier to take the 
physical inventory. 

If the figures are available, a more representative average 
inventory can be obtained by adding the inventories at the 
beginning of each month and at the close of the twelfth month 
and dividing the total sum by 13. This method of obtaimng the 
average inventory is the generally accepted one in stores operat- 
ing under the retail method of inventory, for monthly inventory 
figures are available without taking a physical inventory at the 
close of each month. In other stores, also, it is possible for the 

‘ In the above example, 0 70 is the complement of the gross margin and 
0 65 JB the complement of the mitial markup 
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merchant to determine the average stock by averaging monthly 
stock figures even though he does not take a physical inventory 
at the close of each month. These monthly stock figures can be 
obtained by keeping a simple book inventory at retail.* 

If a merchant knows what was m stock at the beginning of a 
month (at retail) and what has been purchased and added to 
stock during the month (at retail), he can add these two figures 
to obtain the total goods handled at retail. By subtracting 
from this sum the net sales amount, he obtains the approximate 
stock on hand at the end of the month at retail.^ This figure 
is also the stock on hand at the beginning of the next month; 
thus, he can repeat the process in order to get the inventory at 
the end of the next month. For example, if a physical inventory 
shows a merchant that on Jan 1 he had stock on hand of $20,000 
(at retail) and if he has added to that stock $7,000 worth of 
merchandise (at retail) and has had sales of $9,000, he knows he 
should have $18,000 of stock at retail left on hand 

($20,000 + $7,000 - $9,000 = $18,000). 

This $18,000 is the retail inventory for Feb. 1, and the end-of-Feb- 
ruary stock is obtained by the same procedure as indicated above 
for January Then, by obtaining the other monthly figures by 
this method and taking another physical inventory at retail on 
Dec. 31, the merchant has 13 inventory figures available. The 
average inventory obtained from these figm’es can be divided into 
the net sales for the year to obtain the number of stock turns. 

Some large stores determine the average-stock amount by 
averaging 53 weeldy® inventories; this gives a more accurate 
figure than either of the two methods discussed above. How- 
ever, this stock figure (or the turnover rate found by using it) 
is limited in value as a measure of compaiison with other stores, 

I Tina IS the method recommended in Speeding Up Stock-turn, a booklet 
published by the Merchants Service Bureau of The National Cash Eegister 
Company, 1939. 

3 This book inventory will not be exactly correct ordinarily because of 
markdowns, shortages, and other reductions in the retail value of the stock; 
however, it gives the meiohant a reasonably accurate figure for the puipose 
of deteiminuig the rate of turnover. For a further discussion of book 
inventories, see Chap XV 

» Fifty-two beginning-of-the-week inventories plus the inventory at the 
tmd ol the fifty-second week 
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because comparatively few stores find it practical to determine 
average stock on the basis of weekly-stock figures. 

Because the determination of the average inventory directly 
affects the rate of stock turn shown by a store, there is the need 
for a common method among stores of determimng the average- 
stock amount so that rates of stock turn can be compared on a 
more strictly comparable basis. The following figures of a dry- 
goods store will show the need for a common method of deter- 
mining the average inventory: 


First of January 

Inventory on Hand at Retail 
. $ 9,000 End of July 

. $ 7,000 

End® of January 

10,000 

End of August . , 

, . 11,000 

End of February . , 


End of September , 

21,000 

End of March., 

. ... 20,000 

End of October. . 

23,000 

End of April . 

19,500 

End of November 

24,000 

End of May 

14,000 

End of December 

, 10,000 

End of June 

10,000 




* The end-of-the-month stock would al&o be the first-of-the-month stock for the following 
month m each instance, for example, end-of-January stock is the first-of-February stock, etc 


If the average of the two physical inventories at the beginmng 
and the close of the year is used, the average inventory would be 
$9,600 [($9,000 -h $10,000) 2], On the basis of net sales of 

$60,000, the rate of stock tmn would be 6.3. Now, suppose 
another store with exactly similar stock figures, but this second 
store finds its average stock amount by adding the 13 inventories 
and dividing by 13 This method gives an average inventory of 
$14,692 ($191,000 4- 13 = $14,692). On the assumption that 
this second store also has net sales of $60,000, its rate of stock turn 
would be 4 1 ($60,000 4- $14,692 = 41). Clearly, these two 
rates of turnover cannot be properly compared, because one rate 
is about IJ^ times the other, although we know (from our 
assumptions) that both stores had the same stock figures and 
the same net-sales amount. 

When rates of turnover of different stores are to be compared, 
it is essential that all use the same method of arriving at an 
average inventory. The average of the 13 monthly inventories 
not only gives a comparatively accurate figure but also is quite 
commonly used by those stores operating under the retail method 
of inventory; thus, its use helps to make it easy for stores to 
exchange data. However, many stores, especially smaller ones. 
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take only one physical inventory a year (at the close of the year) 
and do not maintain any form of book inventory; thus, the only 
available method of determining the average stock is to average 
the beginning-of-the-year (end-of-last-year) inventory and the 
end-of-the-year inventory. Thus, the stock-turnover rates 
obtained by the use of this type of average-stock figure must be 
used in any comparison among these stores, although it is 
granted that the use of an average of 13 monthly-stock figures 
would ordinarily provide a more accurate indication of the rates 
of stock turnover. 

Average Rates of Turnover. — ^Various trade groups and other 
agencies currently compile, among other figures, the rate of 
stock turn in various types of store.* This makes it possible for a 
merchant to compare his own rate of turnover with the common 
rate of other stores of the same type. 

In order to provide a more accurate basis for comparisons 
among stores, the stores of each type (for example, department 
stores) may be divided into groups according to their sales 
volume and an average rate of turnover figured for each group 
At times, stores may be grouped according to the size of the town 
in which they are located and an average rate of stock turn 
compiled for each of these groups. As a result of groupings 
such as those suggested, the merchant is given an average that is 
obtained from stores operating under conditions similar to his 
own If the merchant finds that his rate of turnover is below 
the average of the group in which liis store would fall, he can look 
for reasons for his variation and thus determine means of speed- 
ing up his rate of stock turn 

Advantages of Increasing the Rate of Turnover. — Increasing 
the rate of stock turn brings about certain very definite advan- 
tages. Among the most important of these aie the following: 

1. Because a smaller capital investment in proportion to the 
volume of sales is required, the capital in the business is used more 
efficiently. For example, if the rate of turnover is increased to 
the extent that sales of $15,000 can be made with an average stock 
of $3,000 instead of $5,000, the investment in the merchandise 

1 For a compilation of stock-turnover rates, as well as other mformation, 
for various kinds of store, see Expenses in Retail Businesses, a booklet pub- 
lished by the Merchants Service Bureau of The National Gash Eegister 
Company. 
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is being used more efficiently and the extra $2,000 that is released 
can be used in other lines of merchandise if needed or can be lent 
to an outside party at the prevailing rate of interest. 

2 Interest, merchandise taxes and insurance, and many other 
expenses are reduced in relation to sales. Investigations have 
shown that there is a relation between the rate of stock turn and 
many of the expenses of the store. This relationship is shown 
quite clearly in the case of interest charges and stock turn. As a 
store increases its rate of turnover, it is getting larger and larger 
sales in proportion to the amount invested in the average stock 
on hand; therefore, the interest charges as a percentage on sales 
decrease. If interest is figured at 5 per cent on an investment 
of $10,000 in stock, the interest cost would be $500. If this 
average stock of $10,000 is sufficient for sales of $20,000, the 
interest charge would be 2.5 per cent of sales; vuth sales of $30,000 
the interest would be 1 66 per cent; and with sales of $40,000 
and the same average inventory, the interest charge would be 
1.26 per cent of sales 

Merchandise taxes and insurance costs likewise vary with the 
rate of stock turn, for they are based on the average amount of 
stock on hand If a merchant could double his volume of sales 
from the same average stock, the cost of taxes and insurance 
would be spread over a larger volume of sales and so would show 
a lower percentage 

As a rule, rent expense, also, will be affected by the rate of stock 
turn As the amount of stock on hand is lowered in i elation to 
sales, as is the case with an increasing rate of turnover, less floor 
space is needed than before to obtain a given volume of sales; 
thus a department may be able to get the same volume of sales 
at a lower rent cost, because rent usually is charged to a depart- 
ment on the basis of the amount of floor space occupied. Or if 
the department occupies the same space as before, the percentage 
of rent expense to sales will decrease because the increasing rate 
of turnover means an increase in sales relatively greater than any 
increase in the average stock of the department. 

Handling costs are reduced as the average inventory is lowered 
m relation to sales: fewer handling facihties are required, sales- 
people spend less time in checldng and caring for the merchandise 
in stock, physical inventories can be taken more quickly and 
more easily, etc. 
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The amount spent for salaries and wages tends to decrease as a 
percentage of sales as the rate of stock turn increases. This is no 
doubt partly due to the fact that a store management which is 
attempting to increase its rate of turnover is hkewise trying to 
be more efficient in all other ways as well. 

3. Markdowns are reduced because the shorter period during 
which the goods are carried in stock means less risk that the 
merchandise will deteriorate or go out of fashion In Chap. 5 of 
The Buyer’s Manual (revised edition), Walter Hovmg gives the 
follovnng figures, which show the changes in the peicentage of 
markdowns in a certain department that resulted from an increase 
in its rate of stock turn: 


Year 

Number of etock turns 

Maikdown, per cent 

Krst 

m 

2.4 

Second 

m 

1 8 

Third 

6 

1 4 


4. When the buyer oi raei chant mainiains a rapid rate of turn- 
over, he is more often “open to buy” new merchandise (especially 
important in the case of fashion goods) and to take advantage of 
any special prices or offerings that may be made to him. He 
also can more readily adjust his buying program to changes in 
general business conditions. 

5 The rapid rate of turnover means more frequent re, stocking 
of the store or department with new and fresh merchandise, this 
tends to increase the sales because of the favorable impression 
that the fresh assortments of current market offerings make upon 
both the customers and the salespeople of the .store. 

Relation between Stock Turn and Net Profit. — The greatest 
advantage that a merchant should obtain through increasing 
the rate of turnover is that of increased profits. This advantage 
results primarily from the other benefits or advantages previously 
discussed. In order to be sure of obtaining this fundamental 
benefit of increased profits, the merchant must understand the 
exact relation between stock turn and net profit. 

Because of the emphasis placed simply on the idea of getting 
a rapid rate of stock turn, a merchant may lose sight of the 
proper and necessary relationship between turnover and net 
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profits, Turnover is not an end in itself but rather a means 
to an end. It is of value only if it increases net profits. Turn- 
over secured at the expense of profits is of no value. For 
example, if in order to sell goods rapidly a merchant prices his 
goods too low, he will secure a high rate of turnover but at the 
end of the year will find there is no net profit. 

If the necessity of combining a profit with turnover is clearly 
recognized, the chance for increasing the net profit by increasing 
the rate of stock turn can be seen readily. At this point a dis- 
tinction should be made between net profits as a percentage of 
sales and as a percentage of investment. Expenses and profits 
ordinarily are expressed as a percentage of sales. As has been 
shown, an increased rate of turnover ordinarily results in a 
decrease of certain items of expense as expressed in percentages 
of sale.s; thus the net profit in terms of percentage of sales may be 
increased ^ However, even if the percentage of profit to sales 
remains the same with a faster turnover, the percentage of profit 
on the investment will be increased. 

If during a year a furniture store stocks a $100 davenport and 
sells it at a net profit of $5, the store has made a net profit of 
5 per cent of sales so far as that one item is concerned. Now 
suppose that another store stocked a similar davenport and sold 
it and then bought another one and succeeded in selhng it 
before the end of the year This store made a profit of $5 on 
each of the $100 davenports. Although this second store made 
two turnovers while the other store made one, its net profit in 
percentage of sales was the same, that is, 5 per cent ($10 net 
profit divided by $200 sales equals 5 per cent). The net profit 
on investment, however, was different in the two stores. To 
illustrate, assume that each of the davenports selling at $100 
cost the stores $60. In the first store, then, the $5 net profit 
represented a profit of 8 33 per cent on the merchandise invest- 
ment of $60. In the second store with two stock turns a total 
net profit of $10 was obtained on tho same investment of $60; 
this represented a net profit of 16 66 per cent on the merchandise 
investment. 

From the above example, it is clear that the percentage of net 
profit on investment increases as the rate of turnover is increased; 

1 Gross margin % — expense % = net profit %, thus a reduction in. the 
expense percentage would mean an increase in the percentage of net profit 
(assummg no change in gross margin). 
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thus the total net profit can be determined by multiplying the 
net profit on each turn by the number of stock turns. For 
instance, in the above illustration the second store made a net 
profit on investment of 8.33 per cent on each turnover, or a total 
of 16 66 per cent on the two turns. When the net profit was 
expressed in terms of sales, however, the percentage of profit 
remained the same with the rate of stock turn of 2 as with 1. 
The percentage of profit on the basis of sales remains the same, 
regardless of rate of turnover, except in those cases in which 
the increased turnover results in a lower percentage of expenses in 
terms of sales Because there is a tendency for expenses in terms 
of percentage of sales to decrease ivith an increased rate of turn- 
over, the greater number of turns may result in a higher per- 
centage of net profit m terms of sales. ^ However, from the 
standpoint of the merchant the essential thing to remember is 
that, as long as he makes a net profit on each turn, the total net 
profit on investment will increase or decrease as the rate of 
turnover is increased or decreased. 

Increasing the Rate of Stock Turn. — Net sales and average 
stock are the two figures used in determimng the late of turn- 
over; therefore, any change in the stock-turn ratio must come 
from a change in one or both of these two figures. As a result, 
there are only three ways of getting an increased rate of stock 
turn: (1) to reduce the size of the average stock without a 
proportionate reduction in sales; (2) to increase the sales without 
a proportionate increase in the average stock; (3) to obtain a 
larger sales volume with a smaller average stock. To increase 
the rate of turnover the merchant must make changes in his 
methods of operation that will result in one of these three favor- 
able changes in the relationship between net sales and average 
stock. 

In attempting to bring about one of the above favorable 
changes in the relationship between net sales and average stock, 
the merchant should consider the following store activities par- 
ticularly; (1) buying; (2) pricing; (3) selling; (4) stock control. 

When a buyer lades judgment as to style and quahty, he will 
place in stock many articles that do not appeal to his customers. 
His poor selection may be at least partly the result of insufficient 
familiarity with the desires of customers. By spending more 

‘ Naturally, as the percentage of expense decreases, a larger part of the 
gross martdn remains as a nrofit fimre 
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time on the selling floor, by using the information obtained by 
comparison shoppers, and by other means of observing customer 
demand, the buyer should be able to select merchandise that 
will better satisfy the demands of customers. The buyer may 
be buying larger amounts of merchandise than necessary because 
of overoptimism on his part, lack of accuiate and definite informa- 
tion upon which to base his estimates, or failure to use the 
information that he has at his disposal. Other weaknesses m 
buying might be mentioned, but these should indicate the 
possibihties of improvements in buying activities that will help 
move the stock more quickly and prevent the accumulation of a 
large quantity of merchandise 

Likevnse, poor judgment m pricing merchandise may keep it 
from selling. For example, the goods may have been priced at 
too high a figure originally, and in addition the buyer or merchant 
may delay taking markdowns on the goods that would reprice 
them at a figure attractive to the customers of the store. 

Poor selling may slow up sales and therefore reduce turnover. 
When the advertising is not bringing people into the store or 
when poor personal selling is found behind the counter, the sales 
will not be so laige as they might be. Some articles, though 
carried in stock all the year, are heavy sellers only during a 
short period. If demand can be created at other times, there 
will not be a long period of dull sales to decrease the rate of 
turnover. Toys at one time were largely bought at Christmas, 
but today many stores have developed them into fairly steady 
sellers throughout the year. 

Stock control has been of great aid in speeding up turnover 
It shows up the items which are selling rapidly and those which 
are not. Frequently, a large percentage of the sales is from a 
small number of items. The more slow-selhng items the mer- 
chant can close out, the more he can speed up turnover. In 
deciding to eliminate some of these slow-moving fines, the mer- 
chant must keep in mind the fact that his customers desire 
variety in merchandise and expect to find articles that are 
not called for by everyone. It is not easy to liit the happy 
medium between a wide fine of merchandise and a high turnover. 
This calls for a careful analysis in determining the rate of turnover 
of the various fines of stock within a department and for merchan- 
dising judgment in dropping fines. 
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Stock control also gives the information necessary in the set- 
ting up of purchase limits. The object of such limits is to adjust 
the stock to the expected sales. Unless stock hmits are set up, 
there is apt to be an oveibought condition, that is, there is more 
stock on hand than is necessary to reach the expected sales 
This surplus adds to the size of the average stock and slows up 
the turnover. As purchase limits are set, the buyer is prevented 
from overbuying. 

Ehminating slow-selling lines, setting purchase limits, and 
proper pricing and selling of merchandise offer the best means of 
increasing the rate of turnover. 

In evaluating the rate of stock turn the merchant or buyer 
must keep in mind the type of store or department and the 
conditions under which it is operating. Naturally, different 
types of store or department have quite different rates of turn- 
over 1 A jewelry stoie cannot expect to have the same rate that 
a grocery stoie has This slow stock turn (as compared with 
the grocery-store rate) cannot be remedied. Stores with large 
volumes of sales in almost all cases have a higher rate of stock 
turn than do smaller volume stores in the same kind of business ® 
One reason for this is that it is easier for a large store to carry a 
complete assortment than for a small store, because the former 
will have a greater number of calls for the slower-moving items in 
proportion to the stock The location of a store also may affect 
the possible rate of stock turn. For example, if its location is 
such that it can draw upon souices of supply on short notice and 
obtain merchandise quickly, it can do business on a narrower mar- 
gin of stock and so increase the turnover. 

Changes in the organization of the department or store will 
affect its rate of turnover. For example, it takes a newly organ- 
ized store or department a certain length of time to hit its stride. 
In the meantime, its sales will be low in proportion to the stock 
carried. Likewise, a department may temporarily slow up its 

^ For examples of stock-tiim rates in vaiious lands of retail store, see 
Speeding Up Stock-turn, p. 6, booklet published by the Merchants Service 
Bureau of The National Cash Register Company, 1939. 

* For example, in 1939, department stoies in the $500,000- to $1,000,000- 
sales-volume group had 3 6 stock turns as compared with the 4.2 turns 
shown by the over S10,000,000-sales-volume group. 1939 Departmental 
Merchandising and Operating Results of Department Stores and Specialty 
Stores, Controllers' Congress, National Retail Dry Goods Association, 1940. 
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stock tura by introduction of a new line. For instance, putting 
a line of sports wear into a women’s ready-to-wear department 
may have this effect until people become accustomed to finding 
sports wear in that department and go there to make purchases 

Slow-selling Merchandise. — In attempting to increase the 
rate of turnover, one's attention turns at once to slow-selling 
merchandise. If these goods can be singled out and removed 
from stock or, better yet, prevented from getting into the stock 
one is a long way toward speeding up the rate of turnover. It 
is difficult to define slow-selling merchandise, for opinions differ 
as to just when an article becomes a slow-selling item. As a 
general statement, slow-selling merchandise is that which has 
been in stock longer than the average time. According to this 
statement, in a department that has two turnovers a year any 
article that has been in stock over six months is slow-selhng 
Because this might include half the merchandise in the depart- 
ment, the rule seems to be too inclusive. 

It might better be said that after goods are in stock more than 
the average time they become “candidates” for the slow-selhng 
class. When they enter that class is largely a matter of judg- 
ment. The buyer may intentionally carry some outsizes or 
unusual designs that will be seldom called for but that are 
carried for the benefit of some of the store’s customers. He 
expects that these wiU stay in stock longer than an average time; 
consequently, he will not treat them as slow sellers. 

On the other hand, in samphng a new style, he may quickly see 
that it is not "taldng” and so consider these sample articles as 
slow sellers which need special attention to clear them out. In 
this case, especially, it is a matter of judgment. Where six 
months is the average time merchandise stays in stock, the 
buyer may decide that, in general, aU merchandise which has been 
in stock over 10 months or over 12 months will be classified as 
slow .selling. If it is a fashion article, he wiU put it in the slow- 
selhng class sooner than if it is a staple. 

Slow-selling merchandise has been referred to as a “buyer's 
mistake.” It is aigued that the buyer has in some way misinter- 
preted customer demand. Although it is not true that all slow- 
selling merchandise is the result of errors on the part of the buyer, 
he naturally dislikes to classify merchandise in his department as 
slow selling, for it seems to reflect on his buying ability. This 
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is one reason why some large stores have under the merchandise 
manager a man who is in charge of slow-selling merchandise 
throughout the store. He checks up with the different buyers 
and assists them in moving such merchandise. 

No matter what person is responsible for slow-selling merchan- 
dise, such goods exist in practically every store; the problem 
they present has to be faced sooner or later. The sooner it is 
acknowledged, the easier it is to sell the slow-selling ai tides. 
Merchandise can stay in stock so long that no amount of inark- 
doAvn will move it. Some method of determimng what items 
are slow selling and the provision of means for i educing the 
amount of such merchandise are necessary in the retail .store of 
today. 

Causes of SlovhselUng Merchandise . — In general the causes of 
slow-selling goods can be grouped into two classes (1) those 
factors which are within the store or department and are largely 
controllable; (2) those causes arising from outside factors which 
are largely uncontrollable. 

Of the causes within the store itself, poor buying is probably 
the most common cause. Poor buying includes purcha.sing too 
many styles and prices, buying from too many sources, over- 
buying of regular and usually satisfactory goods (this may be 
due to a desire to obtain quantity discounts or other special 
inducements), overbuying of special sale items that do not 
readily fit into the regular stock, purchasing too far in advance, 
and poor judgment in the selection of styles, colors, sizes, etc 
In addition to poor buying, other causes largely controllable by 
the merchant are improper piicing of the merchandise, poor 
window and interior display, weak and ineffective advertising, 
and poor salesmanship on the part of the store employees 

Among the chief causes that are out-side the store itself and 
largely uncontrollable are- (1) Unfavorable weather conditions. 
A late, warm autumn will mean fewer sales of heavy clothing. 
An unusually dry season may re, suit in slow-moving merchandise 
among articles such as umbrellas, raincoats, and overshoes 
(2) Diminished bujung power in the trade teiiitoiy of the store 
For example, prolonged .strikes or factoiy shutdowns in a town 
or city may keep the laborers from ivoik, and thus they do not 
have money to purchase at the store As a re, suit, goods that 
under normal conditions would be pui chased remain m the store 
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and become slow-selling merchandise. (3) Sudden fashion 
changes Although a merchant or department buyer makes full 
and effective use of all possible information on fashion trends, a 
sudden and unpredictable fashion change may result in making 
some of Ills merchandise slow m selling. 

From the above discussion, it should not be assumed that every 
cause of .slow-moving goods can definitely and easily be classified 
as controllable or uncontrollable, for clearly there are many 
borderline cases. For example, if a fashion change resulted in 
slow-selling merchandise, was it because the buyer failed to use 
good judgment in selecting the merchandise or was the change an 
unpredictable one? Obviously, such questions are often difficult 
to answer 

Reducing the Amount of Slow-moving Merchandise — The 
methods or remedial measures for reducing the amount of 
slow-selling stock in a store or department might be grouped into 
tw'O classes: (1) pieventive measures, (2) corrective measures 
The first of these should be used where the slow-selhng goods 
result from causes within the control of the store. The second 
group, corrective measures, have to be used in those cases wheie 
the goods are slow in moving because of conditions that could 
not be prevented by the buimr or merchant. The corrective 
measures also have to be used in those instances in which the 
mei chant has failed to prevent the causes that could have been 
ebminated if he had properly conducted Ins merchandising 
operations. 

Preventive Measures. — A. system of stock control supplies a 
good means of preventing the acquisition of slow-selhng mer- 
chandise It shows the buyer what sizes, styles, colors, etc , 
are being demanded. By this means, he can order in the right 
proportion so that such things as end sizes and unpopular 
colors or shades will not accumulate to diag down his rate of 
turnover A buyer who relies upon his memory or judgment is 
bound to have some merchandise for which there is not a suffi- 
cient demand These items soon mount up without anyone’s 
being aware of their number. A stock-control system, by show- 
ing the relative demand, gives the buyer an accurate gauge in 
bujdng. 

Concentration on a few brands and price lines eliminates much 
duplication that would result in some slow-moving merchandise 
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Buying from many different sources is one way of accumulating 
too many brands and price lines. Overbuying m an attempt to 
get a quantity price means that a certain amount of the purchase 
will have to remain in stock much longer than average time. The 
disadvantages that arise from the slow-selling merchandise in 
most eases more than equal the buying advantage 

In addition to these buying suggestions, there are preventive 
measures on the selhng side. The sales force may not be putting 
its best efforts into selling some products. This may be due to 
Ignorance of the selhng points or to a dislike for that type of 
commodity. For example, in one store a new brand of can opener 
was not selhng although the manufacturer’s salesman had shown 
that it was selhng well in other stores Upon investigation, it 
was found that the store’s salesperson herself did not hke this 
can opener and so was not encouraging others to buy it although 
it was a good item and carried a high markup When the sales- 
person herself was sold on the desirability of the can opener, 
sales picked up at once on that item, the increased sales were 
entirely due to the different attitude on the part of the person 
behind the counter. 

Poor advertising, poor display, or poor location may also be the 
cause of slow sales In such cases the fact that the article is slow 
in selhng is due not to the qualities of the merchandise itself 
but to the fact that the public does not get a chance to learn 
of the qualities which make this article desirable. 

Cotrechve Measures . — These might be called “post-mortem” 
measures in that they reveal conditions that already exist and 
may provide a basis foi corrective action but do not prevent the 
occurrence of such conditions. The use of a stock-control 
system may be mentioned in this group of measures, also 
The stock-control records show how the items are moving and so 
reveal those that have become slow-selling items. As a buyer 
looks through these records, he can see the items that are staying 
on the shelves. 

The use of a season letter on the price ticket wuU show at a 
glance how long an item has been in stock. As an example, an 
item that was put in stock between Jan. 1, 1940, and June 30, 
1940, would carrj'- the lettei A, any item put in stock between 
July 1, 1940, and Dec. 31, 1940, would carry the letter B. The 
next half year’s stock w'ould be G stock, and so on. During a 



276 


PRINCIPLES OF RETAILING 


physical inventoiy the season letter is recorded along -with other 
information. A summary of slow-moving stock by groups (A, 
B, etc.) can then be drawn from these inventory sheets. The 
length of the period designated by a letter will vary according 
to the type of merchandise and its rate of turnover. The season 
letter shows the time when merchandise was put in stock and so 
automatically proclaims an article as a slow seller. 

As indicated above, a slow-selhng report may be made out from 
the inventory sheets. This contains a list of the slow-selhng 
items, their selling prices, season letters, and columns to show 
the amount on hand at the time the report is made as well as 
reductions in quantity at stated periods after that. Such a 
leport calls these items to the attention of the buyer and the 
merchandise office and makes some action imperative. Why are 
not these items moving? What can be done to speed up their 
sale? How can similar items be kept out of stock in the future? 
These and other questions arise as the result of a study of the 
slow-selhng reports Such a study of specific articles is of great 
help in movmg them. At times, a change in location or special 
advertising , will increase their sale; at other times, drastic price 
reductions may be needed. 

The sooner any slow-selling merchandise is revealed to the 
buyer, the better chance he has of getting nd of it with a profit 
or a comparatively small loss, therefore, a buyer may not wish 
to wait for a physical inventory to reveal these slow sellers 
Even where a unit-control system will reveal the slow-moving 
items, a buyer will find that it pays to make a frequent inspection 
of the actual stock In this way, not only does he know what 
merchandise is slow selhng, but also he sees the actual mer- 
chandise itself and can study it, this may result m Ms obtain- 
ing considerable information that would not be obtained 
simply from the study of the report on this merchandise 
TMs actual examination of the stock emphasizes both to the 
buyer and to the salespeople the importance of the slow-selling 
items 

Some stores use "P.M.’s” as a means of moving slow-selhng 
goods The P.M., which is an abbreviation for prermum 
money, is a special amount of money that the store pays the 
salesperson, in addition to all other remuneration, as a reward 
for having sold a particular piece or iimt of the slow-selling 
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merchandise.^ Although, in many cases, these pa5nment3 may 
be effective in obtaining sales,* they are open to question from 
the standpoint of customer satisfaction and good will. Is the 
store really serving the public when it encourages the salespeople 
to push the sale of merchandise that is not in demand at the 
price at which it is offered? 

Dangers of a Rapid Rate of Stock Turn. — So much emphasis 
has been placed on turnover in recent years that some merchants 
have tended to think of it not as a means to an end® but rather as 
an end in itself. If a store sets up a higher rate of stock turn 
alone as a goal, there is the danger of reducing the stock to a 
point that will mean the loss of sales because of inadequate 
assortments.® 

These inadequate assortments not only result in the loss of 
many potential present sales but also cause the loss of customer 
good will and thus les.sen future sales. When a store gets the 
reputation of being out of items or of not carrying items that 
are supposed to be a part of its hne, people may jump to the 
conclusion that the store will not have a desired item, and they 
may go elsewhere rather than try this store first; this results in 
many lost sales of merchandise that the store does carry. Thus, 
in order to have complete assortments, a store usually finds it 
necessary to include in its stock some of the slower selling items 
which, when averaged in with the more rapidly selling items, will, 
it is true, give a slower rate of stock turn for the assortment as a 
whole. The store, however, gains in greater customer satisfac- 
tion, which will benefit both sales volume and profit. 

Another possible danger in putting too much emphasis on turn- 
over is that the merchant may lower markup to such an extent 

1 P. M ’s may also be used for other purposes which wiU. be discussed in a 
later chapter. 

“ Many stores that have used P.M.’s as a means of moving slow-seUmg 
goods consider them an ineffective measure. In the opinion of some retail 
executives, P.lVl.’s are most effective when limited to a short period of time 
and when applied to a small amount of goods at a time rather than to the 
entire slow-selling stock at once. 

® The desired end is moreased net profits. 

^ Durmg the depression years following 1929, there was a tendency for 
stores to try to do busmess on as small a stock as possible. As a result, 
there were incomplete stocks and some customers could not find what they 
wanted and so did not buy, thus, some potential buymg power did not 
develop mto actual purchases. 
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to get sales volume that the total profits may be smaller than they 
would be with fewer sales and the stock priced at a higher figure 
Also, a high rate of turnover tends to increase ordermg and receiv- 
ing costs because of the larger number of orders and shipments; 
purchasing more frequently, and thus in smaller amounts, may 
mean the loss of quantity discounts. 

Summary. — From the standpoint of the retailer the funda- 
mental problem of turnover might be stated in the question 
“How can I have a high rate of turnover and still maintain 
proper assortments?” The answer is twofold- (1) through 
proper stock control; (2) through the use of merchandising judg- 
ment. By studying his stock-control records a merchant can 
see the velocity of movement of the different sizes, colors, styles, 
materials, price lines, etc. With these in mind, he can adjust 
his purchases to past sales. Want slips, reports of the sales- 
people and of the comparison shopping department, and other 
sources of information will be of help; but no amount of records 
or system can eliminate the need for merchandising judgment 
on the part of the buyer or merchant. With all the help in front 
of him that his records can give him, the merchant still must 
use his judgment in striking a happy balance between stock 
turn and complete assortments, keeping in mind that the ultimate 
goal is net profi.ts. He must remember that a good rate of 
turnover is the result of the proper relationship between net sales 
and average stock; that relationship is obtained through good 
merchandising operations. 
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INVENTORY 

Why Have an Inventory? — Every operation in retailing, as in 
any other field, should fulfill some useful purpose Taking 
inventory has always been considered one of the inevitable tasks 
to be performed in a store. However, it is not merely a rite to be 
performed for its own sake. There must be definite advantages 
to be obtained from a physical count of the merchandise or a 
book method of obtaimng an inventory figure; otherwise, it 
would be better to onut the inventory as a waste of effort. 

The purpose of an inventory differs in various stores, depending 
upon the type of inventory used and the use made of the inven- 
tory as a basis for judging and planmng merchandising opera- 
tions In some stores the taldng of a physical inventory of the 
merchandise corresponds to the process of balancing the cash. 
Just as a merchant wants to know the truth concerning his cash, 
likewise he wishes to know the truth concerning the amount of 
merchandise; therefore, he counts his merchandise just as he 
counts his cash. In other stores, one of the major purposes of a 
physical count of the merchandise is to serve as a check on the 
accuracy of book figures that already exist. Although these 
stores have current book figures on the amount of merchandise on 
hand, these must be checked periodically by an actual physical 
count * 

There are a number of uses to which the information regarding 
the amount of merchandise on hand may be put. In order to 
determine the net profit or loss for a period, a merchant must 
know the amount of meichandise on hand at the beginning and 
at the end of the period, for these inventory figures are required 
in the determination of the cost of merchandise sold * In addi- 
tion to its use in the determination of the operating results of a 

1 The need for this check, if not apparent at this point, will be evident to 
the reader after the balance of this chapter is studied. 

• This 18 discussed on p. 281. 
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period, which are shown in summary m the profit and loss state- 
ment,^ the amount of merchandise on hand is an important item 
in the balance sheet, which indicates the financial position of the 
store at a given time. Ordinarily, in the retail store the merchan- 
dise inventory is by far the largest current asset In addition, 
inventory figures are used in the preparation of certain operating 
ratios, such as, for example, the rate of stock turnover. 

Information as to the merchandise stock also may be used in 
the buying and other merchandising activities of the store For 
example, an inventory indicates the land and value of the 
merchandise in stock and thus furnishes information that is 
necessary for effective buying. An inventory also helps reveal 
the slow-selling merchandise which must receive special attention 
in order that it may be sold Particularly in the case of a 
physical inventory, as contrasted to a book inventory, the actual 
handling of the merchandise is valuable, because it focuses 
attention on each article and so brings to light old merchandise 
that may be disposed of but that otherwise would have con- 
tinued to lie on the shelves. If in addition to talang a physical 
inventory a store also maintains a book inventory, it can deter- 
mine the amount of stock shortage or shrinkage.^ The fact 
that the amount of such shortages is actually known tends to 
emphasize the need for a plan to lessen them. 

An inventory of the goods on hand gives a basis for the deter- 
mination of merchandise taxes and of insurance on the merchan- 
dise It also might be used in presenting a claim for an insurance 
settlement in case of a fire loss or in requesting a loan from a 
bank. 

Importance of Obtaining Accurate Inventory. — If an inventory 
is to give effective and conect results when used for the above- 
mentioned purposes, clearly the inventory itself must be an 
accurate one. The need for accuracy in the inventory figure is 
especially evident when its use in the determination of the profit 
or loss for a period is considered The basic importance of an 
accurate inventory figure in determimng the gross margin from 
sales, and consequently the net profit from operations, can 
best be explained by an exanunation of a retail operating 
statement. The following table shows in simple form the 

» Frequently called simply the “operating statement.” 

“ Stock shortages are discussed at length at a later pomt in this chapter 
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basic elements entering into the 

determining of profit from 

operations d 


Net sales . . . , . , 

. . . . $9,800 

Opening inventory at cost 

.. $4,000 

Purchases at cost 

6,000 

Cost of goods handled 

$10,000 

Less olosmg inventory at cost 

3,500 

Cost of goods sold 

6,500 

Gross margm 

$3,300 

Expenses 

2,960 

Net piofit 

$ 350 


As shown above, the cost of goods sold is determined by 
adding to the opening inventory at cost the purchases at cost and 
then subtracting the closing inventory at cost. The cost of goods 
sold is subtracted from the net sales figure to obtain the amount 
of gross margin Thus, it is evident that the inventory figures 
have a direct effect on the gross margin and consequently the 
net profit foi the period. For example, if the closing inven- 
tory in the above example were determined as $3,000, the cost 
of goods sold would be $7,000, the gross margin would be $2,800, 
and the final result would be a net loss of $160 instead of $350 
net profit Conversely, if the closing inventory were valued at 
$3,800, the cost of goods sold would be $6,200, the gross margin 
would be $3,600, and the net profit $650. Thus, an understate- 
ment of the closing inventory results in an overstatement of the 
cost of goods sold and an understatement of the gross margin and 
net profit for the period; on the other hand, an overstatement of 
the closing inventory would mean an overstatement of net profit. 
Consequently, if the retailer is to determine the actual profit or 
loss for a given period, he must have accuiate inventory figures. 

The count of the merchandise on hand at the end of a year (or 
other period) not only provides the closing-inventoiy figure for 
that year but also will be the beginning inventory for the follow- 
ing period. Thus, an inaccurate closing inventory for a period 
not only results in an incorrect statement of operating results 
for that period but also will cause errors in the figures for the 
succeeding period. 

1 For a detailed discussion of the operating statement (profit and loss 
statement), the reader is referred to any one of the standard texts on 
accounting. 
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In. addition to the necessity for having correct inventory figures 
in tho dotermination of profit, the information must be accurate 
if it is to' provide a satisfactory basis for the working out of buying 
and other merchandising plans, for determination of merchandise 
taxes or insurance costs, and for use in the other ways preidously 
mentioned. 

If an accurate inventory figure is expected, an accurate means 
of attaimng it must be provided. The importance of accuracy 
should be explained to the store’s personnel so that everyone 
engaged in taking the inventory will strive to make it as accurate 
as possible It also is essential that the inventory procedure be 
thoroughly planned and executed. 

Physical Inventory. — In the preceding discussion the terms 
“physical inventory’’ and “book inventory” have been used. 
An inventory is classed as a physical or hook inventory according 
to whether the inventory figure is obtained by an actual count 
of the goods on hand or through some means of record keeping.'- 
A physical inventory is the actual physical counting and record- 
ing of all the meichandise in the possession of the store at a given 
time. This means that all merchandise must be handled, 
inspected, and evahtated As previously pointed out, a physical 
inventory may be used by itself as the sole means of determining 
the amount and value of the merchandise on hand, or one of its 
major purposes may be to serve as a cheek on the accuracy of a 
book inventory. 

Because the physical handling of the merchandise that is 
involved in the taking of a physical inventory is no small task, 
the inventory is usually taken at a time when the stock of 
merchandise is low. If a store takes inventory only once a year, 
it is usually in January. Other stores may count their stock 
again in July, and still others at more frequent intervals. A 
store may consider it desirable to count the merchandise in 
certain departments more frequently than in others, thus, it will 
have departmental inventories at other times than those at which 
a store-wide inventory is being conducted. 

The physical inventory may be taken at cost prices or at retail 
prices.® If the store is operating under the retail-method-of- 
inventory system of merchandise accounting, the merchandise 

^ The book inventory is discussed at a later point m this chapter. 

’ In some cases, both cost and retail prices may be listed. 
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when counted is listed at the retail figure; then the retail-inven- 
tory figure for a department is reduced to a cost basis. ^ In a 
store operating on the cost method of inventory, all records of 
the merchandise in stock are kept at cost and, when the mer- 
chandise is counted at physical-inventory time, it is listed at a 
cost figure.** In most retail trades, the merchant must determine 
whether the merchandise in stock at the end of a period is still 
worth the original cost price shown on the price tag (usually in 
code). The recognized policy is to value the merchandise at its 
actual worth, usually as indicated by current wholesale market 
prices, whenever the actual worth so determined is less than 
the original cost price. On the other hand, if the replacement 
cost of the merchandise on hand is higher than the actual cost, 
the conservative practice is to value the merchandise at its 
original cost figure rather than at the present market price 
Thus the conservative rule in determining the figure at which 
the merchandise should be listed in the inventory is “Cost or 
market, whichever is lower.” 

Because the physical inventory is essential, regardless of 
whether or not a stoie has book-inventory figures, the actual 
process of making a physical count of the merchandise will now 
be discussed more in detail. A few stores have maintained that 
their book records of the amount of merchandise on hand are so 
accurately kept that it is unnecessary to check them periodically 
with a physical count; if this is tme, it is the exception rather 
than the rule. 

Preparing for Physical Inventory , — ^An inventory is supposed to 
picture the condition of the store’s merchandise at a particular 
time. The less time used in conductmg the actual count, the 
more nearly the inventory figure obtained represents the true 
condition at a definite time Also, the count should be made 
within as short a period of time as is consistent with an accurate 
count so that the inventory will interfere as little as possible with 

I The retail method of inventory is discussed at length at a later point m 
this chapter. 

“ Ordmanly, under the cost method the cost is shown on the price tag in 
code (for discussion of cost codes, see p. 184) Thus the listing of the 
goods at cost mvolves first the decoding of the cost code shown on the price 
tags and then the hstmg of the cost amount Under the retail method of 
mventory, the retail price can be listed directly from the price tags 
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the regular business of the store. Moreover, the longer the 
period of time required for taking the inventory, the greater the 
chance of mistakes when goods are being placed in stock or 
taken out for sale As one means of speeding up the actual 
taking of inventory, the merchant carefully plans all that is to be 
done and the best way of doing it and puts the stock in order 
before the actual counting begins. 

In some stores a special sale is held prehminary to the taking 
of inventory. Remnants, out-of-date goods, broken lots, and 
slow-seUing goods are stressed in this sale. In this way, much 
merchandise is cleared out of the store and so does not have to be 
counted. Other stores may have a sale after taking inventory 
rather than before; in support of this, they say that they are in a 
better position at that time to know what goods should be offered 
in the sale, because the actual inventory talang reveals the true 
condition of the merchandise and thus shows the items that should 
be cleared out of stock. 

Preceding the inventory the buyer and salespeople will arrange 
the stock so that everything is in its proper place All similar 
merchandise should be grouped together so that no part of it 
will be overlooked when the count is made. This grouping will 
bring to light any mismated or shopworn merchandise, and this 
merchandise can then be marked down and sold before actual 
counting starts. If the stock has been kept in orderly fashion, 
as it should be, this preinventory arrangement will not be a 
burden. 

During this inspection and arrangement of the goods the buyer 
can make necessary adjustments m the inventory pi ice. If 
the inventory is being taken at cost figures, the buyer will have 
to make an adjustment when the present market pnce is lower 
than the old cost price In this case the merchandise is fisted 
at the present wholesale market price, the cost of the goods if 
they were to be put into stock at the date of the mventoiy, 
rather than at the higher figure represented by the original cost. 
It is a conservative practice to anticipate losses in this way 
If these adjustments were not made, the losultnig inventory 
figure would be too high. A merchant would not make out a 
financial statement showing S800 in cash if he had only $300 
Neither should his statement of the value of the merchandise in 
terms of dollars be padded, therefore, it is essential that the 
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cost figures be adjusted before they are copied on inventory 
pads 

In some stores the buyer is required to draiv a rough diagram 
of his department showing all shelves, counters, drawers, and 
other receptacles for merchandise This diagram can be used 
in distributing inventory sheets and tags If each sheet or tag 
is numbered, the diagram can be filled in with these numbers to 
show the location of every sheet and tag that has been issued. 
This makes it easier to trace missing inventory forms and to see 
that all parts of the department have been inventoried. 

The average store will use its own employees to take the 
inventory. The salespeople in each department can count the 
merchandise there, for they should be more familiar with it than 
anyone else. Some executives do not approve of this, insisting 
that these employees may introduce intentional inaccuracies 
in Older to make the department seem m better shape than it 
really is or to cover up their own mistakes. These merchants 
shift the employees around so that they will be counting in 
departments other than their own. 

Some stores pick out the more skilled and accurate employees 
from the store personnel other than the sales force and have them 
go from department to department conductmg the inventory. 
Although this takes longer, which is a serious disadvantage, there 
is less likelihood of maecurate counting. It is also preferred by 
some stores that take their inventory at cost figures because by 
this method their salespeople will not learn the cost code and so 
know the maigin the store is making on its merchandise. 

Chain organizations maintain skilled crews of inventory takers 
who move from one store to another of the chain There are also 
orgamzations that speciahze in inventory taking.^ A store may 
hire one of these firms to take inventory. They are expert in 
their work and usually can do the job in a minimum time. 

An important part of the prepai'ation for the inventory is the 
planning 'of the inventory “cutoff.” By this is meant the 
preparation of plans to make certain that aU merchandise 
recorded on the records of the store is included in the physical 

1 Some orgamzations specialize in the calculatmg of the inventory totals. 
The merchandise may be oomited and hsted by the store personnel, and then 
the inventory sheets or tickets are turned over to an outside company which 
does the calculatmg of totals. 
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count and that any merchandise included in the inventory is 
recorded on the store records. For example, with inadequate 
planning, merchandise that is received near the inventory date 
may be included in the purchases records but not be counted in 
the inventory or, on the other hand, may be included in the 
physical count but omitted from the purchases records In 
order to have the receiving room cleared of merchandise, a store 
may designate a few days just preceding inventory as a penod 
in which no goods are to be received. If this can be done, it 
ehminates a possible chance for confusion; for if any goods go 
through the receiving room to the sales floor while the inventory 
IS being taken, there is the chance either that they will not be 
counted at all or that they will be counted more than once 
The inventory “cutoff” plans must also provide for the proper 
handling of interdepaitmental transfers of merchandise, customer 
returns of merchandise, goods held in the adjustment department, 
and other special situations that must be controlled if the physical 
count of the merchandise on hand is to be accurate. 

The planning of the inventory also involves a decision as to the 
forms to be used in recording the inventory In the listing of 
the merchandise, a store may use either the inventory sheet 
or the inventory tag or a combination of these two types of form. 
The inventory sheet is a sheet with space for the different types 
of information wanted It may include spaces for a description 
of the merchandise, the amount, the retail price, the cost or 
market price, the season letter, and space for extensions.^ A 
number of items are listed on each inventoiy sheet.* 

The inventory tag calls for approximately the same type of 
information as the sheet, but each style or lot number is recorded 
on a separate tag * The goods may be counted and entered on 
the tag previous to the date the inventory is to be completed. 
On the tags, which are placed in the merchandise, there is a 

‘ The information to be shown on the mventory sheet (or on the mventory 
tags, if they are used) will necessarily vary aooordmg to the size and type 
of store 

2 When each sheet is numbered, the store can tell whether all sheets are 
accounted for at the end of the inventory. If these sheets are charged 
numericaEy to the different departments or their location is shown by 
number on the department or store diagram, a missing sheet can be traced 
to the spot where it should be. 

• These tags are numbered so that the loss of any ticket will be revealed. 
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space for deductions from this count due to sales of merchandise. 
In this way the actual counting can be extended over several 
days. If the tags are collected at one time and the deductions 
figured, the results will be the same as if the inventory had 
been taken at one time, unless errors have been made in the 
deductions.^ 

Where inventory sheets, rather than tags, are used and the 
inventory ca nn ot be completed in a night, on a Sunday, or at 
another time in which no sales are made, another form called a 
deduction sheet is used. On this should be reeoi-ded the sale of 
all merchandise between the time the merchandise was counted 
and the closing of the inventory 

If the reserve stock is inventoried first, a deduction sheet 
may be used to show the merchandise that moves from reserve to 
forward stock before the count of the forward stock is completed. 
Otherwise, this merchandise would appear twice in the completed 
inventory and so would cause an overstatement of the inventory. 

Taking the Inventory . — When the numbered inventory forms 
have been placed throughout the store, the actual counting 
starts When inventory sheets are used, two people usually work 
together, one of whom counts the merchandise while the other 
records it on the inventory sheet. 

In order to guard against mistakes a store may use a bimd 
check. The form is made out with a column down the center 
for a description of the merchandise; on either side of that are 
duplicate columns for quantity, price, and any other required 
information. After one counter has finished with a sheet, the 
duplicate columns for quantity, price, etc., on one side of 
the description column are folded out of sight and sealed The 
second counter then takes the sheet, seeing only the description 
column which is already filled out. He then proceeds to inven- 
tory these items, filling in the columns on the other side of the 
description column. After the second counter has finished, a 

There is considerable difference of opinion among retailers as to the 
relative advantages of the inventory-sheet and mventoiy-tag methods. For 
a discussion of the advantages claimed for each, see the Irmmtory Manual 
for Department Stores and Departm&ntized Specialty Stores, pp. 28, 34-35, 
prepared by the Chicago Controllers’ Association and presented at the 
Sixteenth Annual Controllers’ Congress, N R D G.A , June, 1936. This 
is an excellent source of information on the entire procedure of physical- 
inventory takmg. 
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third person nnfolds the sheet and checks the two counts shown 
on either side of the description column. When these do not 
harmonize, a recount is made to get an accurate figure. 

When the inventory-tag method is used the entries are made 
upon the tags by the same person who examines and counts the 
merchandise The merchandise is counted and recorded on the 
tag in advance of the date the inventory is to be completed. 
Thus the actual counting is spread over several days in some 
cases, and the salespeople may be able to do all or most of the 
counting during their spare time ^ After the information for 
a specific style or lot number of merchandise is recorded on a tag, 
the tag is placed with that particular group of goods. Any sales 
or other deductions between the time the count is made and the 
date the inventory is completed are recorded on the inventory 
tag in the space provided for deductions. When the inven- 
tory is to be completed the tags are "pulled,” that is, taken from 
the groups of merchandise; the count recorded on a tag less any 
deductions listed constitutes the inventory count for the par- 
ticular lot of merchandise to which the tag applies Obviously, 
then, the accuracy of the inventory figure for a given lot of goods 
is determined not only by the accuracy of the count of the mer- 
chandise but also by the carefulness with which all deductions 
have been listed on the mventory tag. 

Great care must be taken to see that all merchandise is entered 
in the inventory. This includes not only merchandise within 
the department bub that outside the department, as well. Some 
merchandise may be in the buyer’s office, in the comparison- 
shopping department, m the advertising department, on display 
in other parts of the store, or m the workroom or alterations 
room. All this is propeily considered as part of the merchandise 
of the department and must be included if the inventory figure 
is to picture accurately the condition of the department. 

When all merchandise has been entered on the inventory 
forms, these can be arranged numerically to see that all are 

^ This possibihty of spreading the actual counting over several days is 
particularly important m the case of merchandise requuing measuring, such 
as yard goods and ribbons One large department store by using a meas- 
unng machine that automatically unwinds, measures, and lewmds yard 
goods reduced the time required to take the yard-goods inventory from a 
month to 10 days. In addition, the count is more accurate “Measurmg 
Maohine Cuts Inventory Time,” Retail Ledger, Jan. 15, 1939, p. 10. 
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accounted for. Then the inventory totals are calculated. In a 
larger store, this will be done in the controller’s department, 
where all extensions are made and totals computed.^ This is 
largely routine work, such as multiplying the number of units 
by the price per unit and adding columns of figures; however, it 
must be carefully checked to see that no arithmetical mistakes 
occur. 

After this work is completed, the results can be compared with 
the book-inventory figures if the store maintains a book inven- 
tory If, in certain lines or divisions of a department, there is a 
much wider variation than was expected, the extensions will be 
cheeked first to see if a mistake has been made there If this 
does not account for the unexpected vauation, then that portion 
of the inventory may be redone to insure accuracy. 

Book Inventory. — hlany stoies keeii a boo/c inventory (some- 
times called a “perpetual inventory”) As the term suggests, 
this is the amount of merchandise which should be on hand as 
determined, not by an actual count of the goods, but rather 
by the use of book figures for the items^ which affect the amount 
of merchandise that will be on hand at a particular time 

For the proper management of a store or department, it is 
desirable for the merchant or buyer to have available current 
figures showing the results of the merchandising activities. As 
has been pointed out, the merchant cannot determine his gross 
margin and net profit without ascertaimiig the value of goods on 
hand. Thus, to be able to determine his merchandising results 
currently, the merchant must have current figures showing the 
amount of merchandise on hand Clearly, these cunent figures 
usually cannot be provided by physical inventories because of the 
prohibitive cost of making an actual count of all the merchandise 
in stock at such frequent intervals, for example, as once a week.* 
A book-inventory method provides these current figures; then, 
as has already been pointed out, these book figures can be checked 
periodically by the taking of a physical inventory. 

The book-inventory figures may be kept on a cost or retail 
basis. If maintained at cost, the sales figure must be reduced 

1 In some oases, stores have the inventory calculations done by an inde- 
pendent caloulatmg company. 

® That IS, sales, purchases, etc, 

® Many retailers take a physical inventory only once a year and very few 
more than twice a year. 
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to a cost basis The cost of sales may be obtained by accumulat- 
ing from day to day the cost of merchandise sold. When the 
merchandise is sold, the cost codes are transcribed from the 
price tickets onto the sales checks by the salespeople Later, 
these codes are decoded in the ofl&ce and the cost figures added 
to obtain the cost of goods sold (cost of sales) for the particular 
period ^ With the cost-of-salcs figure available for a period the 
closing book inventory at cost is determined as shown in the 
following example. 


Beginning inventory at cost . S 4,000 

Purcliascs at cost , 7,000 

Total merchaiidise handled at cost $11 ,000 

Loss cost of merchandise sold 6,500 

Closing mventory at cost. . . $ 4,600 


The above-described method of obtaining the book inventory 
at cost by accumulating the cost of goods sold during a period 
and then subtracting that figure from the total goods handled 
(at cost) obviously involves a large amount of detail and a great 
possibility of errors in transcnbmg and decoding cost codes. 
Also, the cost mventory determined in this way does not show 
the amount of the depreciation in the value of the merchandise, 
unless the cost codes have been adjusted to changing market 
prices. 

When a book inventory is maintained on a retail-price basis, 
the purchases must bo raised to a retail basis The closing book 
inventory at retail for a period is obtained as shown in the fol- 
lowing example: 


Begmmng inventory at retail . $ 6,000 

Purchases at retail . 11,000 

Upward revisions of the original retail price . 160 

Total merchandise handled at retail $17 , 150 

Net sales .... $9,500 

Markdowns and discounts to customers and 

employees . . 450 

Retail reductions . , , 9,950 

Closing inventory at retail . $ 7,200 


' This method is spoken of as the “costing of sales” or the “cost-auditing 
of sales ” 
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The procedure of obtaining a book inventory at retail is 
treated at more length in the discussion of the retail method of 
inventory at a later point in this chapter. 

Inventory Shortages. — If the amount of goods on hand as 
shown by the physical inventory, or count, is less than the 
amount that should be on hand as shown by the book-inventory 
figures, the difference is called the inventory shortage. For 
example, if the book inventory shows there should be $8,975 
worth of merchandise in a department but the physical inventory 
reveals only $8,890 worth, there is an inventory shortage of .|85. 
In case the physical inventory shows a larger amount of mer- 
chandise than is shown by the book-inventory figure, there is 
an inventory overage; however, the common condition is a 
shortage rather than an overage. 

There are many possible causes of stock shortages. The 
number and the relative importance of the various causes 
naturally vary greatly among different stores and depart- 
ments In general, the various reasons can be classified into 
three broad groups- (1) errors in the book-inventory figures; 
(2) errors in the physical inventoiy; (3) actual loss of merchan- 
dise through theft by employees or outsiders, breakage, and 
overweighing. 

Errors in the book-inventory figures may be caused by mis- 
takes in the receiving and marking operations, in the activities 
on the selling floor, or in other phases of the store procedure, such 
as the bookkeeping work. Examples of possible mistakes in the 
receiving and marking operations are errors in checking the goods 
received and failure to file claim or secure proper credit for 
shortage and breakage in the goods received Errors may be 
caused in the book figures by such mistakes on the selling floor 
as the selling of goods at incorrect prices due to illegible price 
tickets, 1 incorrect recording of sales, and the giving of price 
reductions to customers or employees ivithout reporting such 
price reductions to the ofiice An example of a bookkeeping 
error would be the charging of a duplicate invoice to the store 
or to a particular department when the original has previously 
been charged and paid. 

1 This might be due to poor marlang in tha marking room or to rough or 
careless handhng of the price ticket on the merchandise in the selling 
department. 
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An inventory shortage may also arise from mistakes in the 
physical inventory. The reasons that have already been given 
are possible explanations for the assumed fact that the book 
inventory shows a larger amount of merchandise than there 
actually is; however, the shortage might be at least partly due 
to an understatement of the physical inventory The people 
engaged in maldng the physical count may have done inaccurate 
counting or recording, or there may have been mistakes m the 
extensions and calculations on the inventory sheets ; as a result, 
the actual amount of goods on hand is understated. If the book 
inventory for a department is $5,000 and the physical inventory 
is $4,800, the inventory shortage is $200. But suppose the 
physical count is inaccurate and the accurate figure for the 
merchandise on hand is $4,900; then, although a shortage of $200 
is shown, the actual shortage (that is, the difference between the 
correct figure for the actual merchandise on hand and the book 
figure) IS only $100. It is evident, then, that if the physical 
inventory is to serve as an effective check on the book figure, 
it must be accurate. 

The third general cause of inventory shortages is the actual 
loss of merchandise through breakage, overweighing or over- 
measurement, and theft by employees or outsiders. These 
losses may occur at various points in the store For example, 
incomplete enclosure of the receiving and marking rooms or lack 
of control over the exits from stock rooms may lead to the disap- 
pearance of merchandise. Or, on the selling floor, inaccurate 
measuring equipment or carelessness on the part of salespeople 
may result in loss of merchandise. 

The causes of shortages may also be grouped into the two 
general classes of clerical and physical causes. Clerical causes 
are those arising from miscalculations or incorrect entnes of 
various kinds Charging a department with an amount larger 
than is warranted by the actual merchandise received would 
give rise to a shortage Physical causes include the theft or loss 
of merchandise through other causes, such as breakage or 
overmeasurement 

Handling Inventory Shortages . — Because there is almost always 
a discrepancy between the book-inventory and the physical- 
inventory figures, the real question from the standpoint of the 
merohant usually is, not '‘WiU there be an inventory shortage?” 
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but rather, “How large will the shortage be?” He usually can 
get a fairly definite answer to the latter question by studying the 
past records of his store. In his records a merchant may express 
the amount of inventory shortage, or stock shortage as it is some- 
times called, either in terms of dollars or as a percentage of sales 

Looking over his records a retailer may see that his inventory 
shortages have averaged about 2 per cent of sales. Ordinarily, 
then, he may reasonably expect 2 per cent during the coming 
season. Some merchants figure this anticipated shortage into 
their prices by adding it to the cost of the merchandise when 
determining the retail price.^ 

If the actual shortage (or overage) is considerably greater than 
the estimate, the inventory figures should be checked As 
previously pointed out, the accuracy of the net-profit figure is 
dependent upon the accuracy of the physical inventory; therefore, 
if the unusually large shortage is due to a mistake in one of the 
inventories, it is essential that, so far as possible, the error be 
shown to be definitely in the book figures or in the physical 
inventory 

When a physical inventory is taken at the end of a period and 
used as a check on book figures, the beginning inventory for the 
next period, to be used in deterimmng the book inventory during 
the period, is the physical inventory for the close of the previous 
period rather than the closing book inventory. For example, 
if on Dec. 31, 1941, the book-inventory figure for a store is 
$95,550 and a physical inventory on that date shows $93,625, 
the physical-inventory figure of $93,625 will be taken as the 
beginning inventory for the following year and will be used in 
figuring the book inventory during the year 1942. In this way, 
correction is made in the book figures at the end of the period 
for the amount of inventory shortage. 

A merchant should study the various causes of inventory 
shortages to see whether or not he can eliminate or lessen the 
importance of any of the factors Because shortages decrease 
the amount of profits, any elimination or lessening of them 
means an increase in the profit of the store.^ In many stores, 

^In Chap. XI, “Piiomg the Merchandise,” the amount of estimated 
shortages was mentioned as one of the factors entermg into the determination 
of the amount of initial maikup required 

® The effect of stock shortages on the net profit of a store sh( uld he 
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more efficient checking and control of the causes of shortages are 
resulting in lower inventory-shortage figures. 

Retail Method of Inventory. — The retail method of inventory 
is a plan of merchandise accounting that provides a means of 
obtaining a closing book inventoiy at retail and a method of 
reducing this retail inventory to cost. Thus, at any time, the 
merchant or buyer can determine the value of the inventory on 
hand and consequently his gross-margin and net-profit showing 
without taldng a physical inventory. When the annual or 
semiannual physical inventory is taken, the physical count is 
taken at retail prices and the retail-inventory amount is then 
converted to cost The method has been widely adopted, 
especially among the larger stores 

The operation of the retail method of inventorj'’ may be stated 
briefly as follows . 

The beginning inventory for the period is entered at both cost 
and retail figures ^ Then the purchases are accumulated at both 
cost and retail; the sum of the opening inventory and the pur- 
chases makes available the total cost and the total retail figures 
for all merchandise handled during the period. The difference 
between the total cost and the total retail figures is the amount of 
initial markup for the period. This markup in dollars divided 
by the total retail figure gives the initial markup as a percentage 
in terms of the retail figuie. 

From the total retail figure arc subtracted the net sales plus 
net markdowns (gross markdowns less markdown cancellations) ; 
the remainder is the book figure for the closing inventory at 
retail. This retail inventory can be reduced to cost by multiply- 
ing it by the complement of the percentage of initial markup (100 
per cent minus initial markup percentage) ® By subtracting the 
closing cost inventory fiom the total cost figure the gross cost of 
merchandise sold is obtained. 

The following form for computing inventory by the retail 
method has been approved by the Controllers’ Congress of the 

evident to the reader after a study of the following discussion of the retail 
method of mventoiy See particularly pp 298-299 

^See discussion of the installation of the retail method of mventory, 
pp. 303-304. 

“ If a physical mventory is taken at the end of the period, the closing cost 
mventory is obtained by reduomg the physical-mventory retail figure to 
cost. See p. 298. 
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N.R.D G.A.^ An example has been worked out on the form in 
order to show definitely how it is used. 


Retail Method oe Inventory Form 




1 


2 

3 

4 

Lme 

Item 

Cost 


Retail 

Markup 

Markup, 
per cent 

1 

2 

3 

4 

Openmg inventory (lines 9 and 
11 of preceding inventory) 
Purchases . 

Freight, express, and cartage 
mward .... 

Additional markups, less addi- 
tional markup cancellations 

$ 4,000 
6,000 

120 

1 


33 33 
40.00 

6 

Total — inventory plus addi- 
tions 

$10,120 



37 34 

6 

7 

Net sales . ... 

Markdowns, less markdown 
cancellations 



i$ 9,870 

600 



8 

Total retail reductions 

. 


'$10,470 



9 

10 

Closing letail mventory (lme 6 
minus line 8) 

Calculation of cost percentage 

0 Total percentage 100 00 
& Percentage of 
markup (lme 5, 
column 4) 37 34 



$ 5,680 


i 

1 

11 

c Percentage of cost 

(a - 6) . 62 66 

Inventory at cost (item 10c 
applied to item 9) 

$ 3,669 





12 

Gross coat of merchandise sold 
(difference between cost in- 
ventories on hnes S and 11) 

$ 6,660 

91 





Explanation of the Form — The cost and retail figures for the 
opening inventory shown on line 1 are the cost and retail figures 
for the closing inventory of the preceding period. The next 
period to follow the one coveied in this form will have for its 
opening inventory $3,559.09 at cost and $5,680 at letail, which 
are the closing inventory figures for this period. The difference 

I The form presented here has been modified slightly. 
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between the cost and retail figures in line 1 is the $2,000 markup 
shown in column 3, and this dollar markup divided by the retail 
figui’e gives the percentage of markup shown in column 4 

Line 2 gives the amount of purchases both at cost and at t-efcail 
since the last inventory, and from these two figures are computed 
the markup in dollars and the percentage of markup shown in 
columns 3 and 4 of line 2. The cost of gettmg the goods from the 
shipper to the store is properly a part of the cost; therefore, line 
3 shows the amount spent for in-freight, express, and cartage 
on the purchases shown in Ime 2. As shown in the example, 
these transportation charges affect only the cost column. 

At times, the price of certain articles is raised after they have 
been given their original price These additional markups are 
added to the retail column because, so far as the total initial 
markup for the period is concerned, they increase the amount of 
markup just as much as it would have been increased if the goods 
had originally been priced at the higher figure. In the form, 
line 4 shows the amount of net additional markups, that is, 
additional markups less any cancellations of these additional 
markups. If a silver vase has been marked at $135 and the 
buyer feels that it would bring $160, he raises the price to that 
figure Then, feeling that the price is too high, he changes it to 
$145. The original price is $135, and the net additional markup 
amounts to $10 (additional markup of $15 less a markup cancella- 
tion of $5). 

Line 5 shows the total cost and retail figures for all the merchan- 
dise handled The $10,120 found in line 5, column 1, is the 
total at cost of the openmg inventory plus the purchases plus 
the transportation charges. The retail figure in column 2, line 5, 
is the total at retail of the openmg inventory plus the purchases 
plus the net additional markups. The total markup of $6,030 
is the difference between the total cost and the total retail 
figures.^ By dividing the dollar markup of $6,030 by the total 
retail figure of $16,150, the initial markup percentage of 37 34 is 
obtained. ' 

At this point, it should be mentioned that any transfers of 
merchandise among departments must be considered in the 
determination of the initial markups for the departments 

1 It should be noted that the figure |6,030 is not determined by addmg the 
figures in column 3 on hues 1 and 2. 
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involved. If the transfers into a department exceed the transfers 
out of the department, the net “transfers-in” at cost and at 
retail should be added to the cost and retail columns m the form 
just as purchases are added.^ On the other hand, if “transfers- 
out” exceed the "transfers-in,” the net “transfers-out” must be 
subtracted at both cost and retail from the total cost and total 
retail figures 

Line 6 in the form gives the net-sales figure (gross sales minus 
returns and allowances to customers). Line 7 shows the net 
markdowns, that is, gross markdowns less any markdown 
cancellations. To illustrate the idea of net markdowns, suppose 
that a buyer takes a markdown of $2 per dress on 30 dresses for a 
special sale Twenty of the dresses are sold during the sale, 
and the remaining 10 are marked up to the original price The 
gross markdowns would amount to $60, and the markdown 
cancellations would be $20, net markdowns of $40 being left. 

Both net sales and net markdowns are reductions from the total 
retail figure The total of net sales (line 6) plus net markdowns 
(line 7) IS shown in line 8 as the total of retail i eductions. Any 
discounts to employees and customers should also be included 
as retail reductions. In some instances a figm'e for estimated 
shortages also is included. In order to get the closing book 
inventory at retail, the amount of total retail deductions (hne 8) 
is subtracted from the total retail figure in line 5, column 2. In 
the example shown in the foira the closing inventory at retail 
is $16,150 minus $10,470, or $5,680, as shown on line 9 

Line 10 shows the calculation of the cost percentage, which is to 
be used to reduce the retail inventory to a cost basis. The cost 
percentage is the complement of the initial-markup percentage. 
The markup percentage of 37.34 (hne 5, column 4) subtracted 
from 100 per cent (line 10a) gives 62 66 per cent (hne 10c), 
which is the cost peicentage. 

The next step is the reduction of the retail inventory to a cost 
basis On line 9 is shown the closing inventory at retail of $6,680. 
This figure multiplied by 62.66 per cent, the cost percentage, 
gives $3,559.09 (line 11), which is the closing inventory at coat 

^For example, if the “transfers-in” during a period are S600 at cost and 
$900 at retail and the “transfeis-out” are $400 at cost and $000 at retail, 
the “net transfers-in” are $200 at cost and $300 at retail. These net figures 
should be added to the cost and retail columns. 
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Determining Gross Margin. — The gross cost of the merchandise 
sold is found by subtracting from the cost total of inventory plus 
additions (line 6, column 1) the closing inventory at cost (line 11) ; 
the resulting figure is $6,560 91 (line 12, column 1). As has been 
pointed out in an earlier chapter, gross margin is the difference 
between net sales and total merchandise costsd The gross cost 
of goods sold minus cash discounts on purchases plus alteration 
and workroom costs equals total cost of goods sold Assume, 
for purposes of illustration, that, in the example just given, 
cash discounts amounted to $350 and alteration and workroom 
costs to $110. Then the total cost of goods sold would be 
$6,560 91 (gross cost of goods sold) less $350 (cash discounts) 
plus $110 (alteration and workroom costs), which would be 
$6,320 91. By subtracting this $6,320.91 (total cost of goods 
sold) from the net sales of $9,870 (line 6, column 2) the gross 
margin figure of $3,549.09 is obtained. The percentage of gross 
margin is 36 96, found by dividing the gross margin of $3,549.09 
by the net sales of $9,870 The net profit for the period would 
be determined by subtracting the expenses for the period from 
the gross margin. 

' ' Use of Retail Method of Inventory When Physical Inventory Is 
Taken. — The formula explained above is that used for the retail 
method of inventory when a physical inventory is not taken. 
When a physical inventory is taken, the retail^ value of the 
inventory as shown by the actual count is checked with the 
book-retaU-inventory figure to determine the amount of inven- 
tory shortage or overage. The correction for the shortage or 
overage (ordinarily there is a shortage) is made by deriving the 
closing cost inventory from the physical retail inventory rather 
than from the book retail inventory. To illustrate, suppose 
that in the example given in the form above a physical inventory 
had been taken at the end of the period and had shown a retail 
figure of $6,570 This figure is $110 less than the book retail 
inventory of $5,680 (line 9, column 2) ; thus, there is an inventory 
shortage of $110. If the closing cost inventory is derived from 
the book figure of $5,680, the shortages have not been taken into 
account and the closing inventory is overvalued ; this would result 

1 See p. 209, 

® When a store is using the retail method of inventory, the physical 
mventory is taken at retail prices. 



INVENTORY 


299 


in an understatement of the cost of goods sold and a resultant 
overstatement of net profits. The correct procedure would be to 
reduce the physical-inventory figure to cost by multiplying it 
by the cost percentage (complement of the initial-markup 
percentage). 

If a physical count of the merchandise is not made, the short- 
ages can be estimated on the basis of past records and subtracted 
from the book retail inventory to give the estimated physical 
letail inventory, or the estimated shortages may be added to the 
sales, markdowns, and other retail reductions; this, of course, 
results in a lower book-inventory figure. 

Advantages of the Retail Method of Inventory — One advantage 
of this method is that it gives the buyers or other store executives 
the needed merchandising information currently and thus is an 
effective agency m merchandise control. It is not necessary to 
wait six months or a year for a physical inventory to get informa- 
tion upon which to make or alter merchandising plans. For 
example, if a merchant wants to know the value of the stock on 
hand in order to determine the gross margin maintained in a 
certain department, ho can get that information quickly by this 
method Because a book inventory can be obtained at any time, 
the buyer can have continually an up-to-date picture of condi- 
tions in his department. He can see whether he is maintaining 
a satisfactory gross margm during the season, rather than 
whether ho has maintained it. Tliis current check on his 
results gives him a chance to protect his profits before it is too 
late. 

As a second major advantage, it is easier to take a physical 
inventory when the store is using the retail method of inventory. 
There is only one price, the selling price, to record; this eliminates 
the copying of cost prices in code and their decoding, with the 
resulting mistakes and inaccuracies. Under the retail-inventory 
method the cost of the merchandise can be derived simply by 
applying the average cost percentage (complement of the 
imtial-markup percentage) to the retail price of the merchan- 
dise. Taking the inventory at retail figures also eliminates the 
need for judging or determining the present market cost of the 
merchandise. 

The third important advantage of the retail method of inven- 
tory IS that if proper markdowns are taken the method prao- 
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tically automatically depreciates the inventory to the proper 
market value. Under the cost method of inventory, as previ- 
ously pointed out,^ it is necessary at inventory time to determine 
the proper cost valuation of the items in stock. In many 
instances the current worth of an article is quite different from 
the original cost. In attempting to determine “cost or market, 
whichever is lower,” accurate wholesale market prices on certain 
articles may not be available and to estimate market values is 
not very accurate or dependable because of variations in opinions 
as to the value Under the retail method of inventory the cost 
values are determined upon the basis of the marked selling price. 
Thus, when the retail price of an article is marked down, the 
cost value of the item is automatically reduced.® If proper 
markdowns are taken and the retail method is properly operated 
otherwise, it provides a cost valuation of inventory, which is 
essentially “cost or market, whichever is lower ” 

Limitations of the Retail Inventory Method — A disadvantage 
of the retail method of inventory that many would mention is 
the difficulty of understanding it. It is different from the older 
inventory methods and so reqmres some adjustment in the 
merchant’s thinking. He must become accustomed to thinking 
in terms of retail prices and derived costs rather than actual 
costs of articles This first possible objection to the retail- 
inventory method is, of course, only a passing one. In fact, 
after a department buyer has become accustomed to the method, 
the fact that it causes him to think in terms of selling prices rather 
than costs may be considered an argument for the method. 

A second disadvantage, and one that seems important to 
some merchants, is that this method requires a greater volume 
of record keeping than is necessary with the cost method of 
inventory. As goods come into the store, their price must be 
recorded both at cost and at retail Every type of change in 
price must be recorded with care and kept separate from other 
types. As an example, a markdown cancellation must be 
treated separately from an additional markup, although they 

1 See pp. 283 and 284 

® Markdowns are treated as reductions from the total retail figure of goods 
handled. Thus a markdown decreases the amount of the closing retail 
inventory and, because the cost inventory is derived from the retail figure, 
results m a lower cost inventory. 
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seem to be of the same nature in that they both are upward 
changes of price. ^ 

The most important weak point in the retail method of inven- 
tory is that it is a system of averages and an average is not always 
truly representative. As has been shown, the cost inventoiy 
at any time is derived by multiplymg the retail value by the 
complement of the initial markup for the period This cumula- 
tive markup is really an average markup, for it expresses the 
relation between the total cost of all merchandise handled to 
date and the total retail of the same merchandise The basic 
assumption underlying the whole retail-inventory method is that 
this aveiage markup represents the relationship between the cost 
and retail values of the mventory on hand at any particular 
time This is not likely to be the case unless the store has 
classified its merchandise with reference to markup and rate of 
stock turn before mstalhng the retail method of inventory. 

The merchandise within a department may include some items 
with a high markup and others with a low markup Unless these 
move at the same rate, the “average” markup shown by the 
retail-inventory method will not properly represent the relation 
between the cost and retail of the items remaining in stock, thus, 
if this “average” markup is used to reduce the retail inventory 
to cost, the co.st inventory will be either overvalued or under- 
valued, according to whether the low-markup or the high-markup 
items have sold out of their proper proportion An example will 
make this point clear. If a store buys 6 shirts at $1 to sell at 
$1 50 and 6 at $2 to sell at $2 50, the total cost value is $18 and 
the total retail is $24, which represents an average markup 
on the two lots of shirts of 25 per cent. Now, suppose the store 
sells all the $2 50 shirts (on which the markup is 20 per cent) and 
1 of the H 50 shirts (on which the markup is 33 33 per cent). 
The retail-inventory figure for the remaining shirts is |7.50 (5 
shirts at $1 50 each). Accoiding to the retail method of mven- 
tory the closing cost inventory would be 75 per cent (100 per 
cent — 25 per cent) of $7 50 or $5 625 However, the 5 shirts 
left cost |1 each, a total of $5. On this small amount the retail 

1 An examination of the retail-mcthod-of-mventory form on p. 296 will 
indicate why these two forms of price change must bo carefully distmguished. 
Additional markups affect the determination of the initial markup for the 
period, whereas markdowns do not 
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method results in an overvaluation of 62 cents; this is due to 
the fact that the shirts with the lower markup sold more rapidly 
than the others 

The same difficulty as shown in the above example results 
when a department puts on a special sale of low-markup goods 
or of a job lot that carries a low markup. These goods carrying 
a low markup will move faster than the regular merchandise 
Of course, that is the intention of the buyer, but it does make for 
inaccuracy in the retail method-of inventory Only when high- 
and low-markup merchandise sell at the same rate will the 
“average” markup be an accurate one 

Evaluating the Retail Method of Inventory . — Possibly the best 
way to judge which are the more important, the advantages 
or the disadvantages, is to look at the experience of those retail- 
ers using this method From their experience, they feel that 
the advantages to be gained from this method outweigh any 
disadvantages. Recently, however, there has been considerable 
criticism of the method, particularly from the standpoint of its 
effect upon pricing and other merchandising activities It has 
become evident that, in some mstances, it apparently has 
resulted in too much “figure” merchandising and has led to 
inflexibility in pricing and merchandising policies. This criticism 
is obviously directed primal ily at the waj'- in which the method 
is operated and used in many stores rather than at the basic 
nature of the system itself. The real question is not whether 
or not the retail method should be discarded but rather how can 
it bo modified or controlled .so as to eliminate or lessen possible 
weaknesses or misuse of the method. 

The practicability of the system in any case depends upon 
such factors as the size of the store, the frequency of markdowns, 
the number of items carried in stock, the variation in the markups 
and rate of sale of the items carried, and the type of merchandise ' 
Each mei chant has an individual case and should adopt or 
reject the retail method of inventory only after having thoroughly 
considered conditions in his store and having balanced the 

1 In large stores m which the retail method is in general use, some depart- 
ments are ordinarily operated on a cost basis. These are chiefly depart- 
ments involving considerable processing, manufacturing, or other special 
activities, rather than just the sellmg of merchandise in the same form or 
manner it was received. 



INVENTORY 


308 


benefits to be obtained against the cost of operating the 
system 

Installing the Retail Method of Inventory . — As the successful 
operation of the method is dependent to a considerable extent 
upon its proper installation, a brief discussion of that step will 
be given at this point. There are three essential parts to the 
installation of the retail-inventory method. The firat is to 
departmentize or classify the merchandise so that each group 
contains merchandise of approximately the same markup and 
rate of turnover. The reason for this has already been discussed 
This first requirement probably is one reason why the method 
is more commonly used in large stores than in small — the large 
ones are more likely to be departmentized to an extent that will 
make the method workable. 

It would be impossible to have a significant “average” markup 
for a department store as a whole because of the great differences 
m markup and turnover among the various items handled. By 
this method of departmentizing an inventory figure can be 
obtained foi each department or its subdivisions, and the total 
of these will give the amount of the inventory for the store as a 
whole 

The second essential for the installation of the retail-inventory 
method is a physical inventory at cost and at retail of the mer- 
chandise on hand These two figures are the information 
required on the first line of the retail-method-of-inventory form.* 

The tlurd requirement is a means of getting the informatiorl 
needed to operate the retail method of inventory. This requires 
the keeping of a record of all purchases at both cost and retail 
value, of all additional markups and markup cancellations, of 
transportation chaiges on goods coming into the store, of all 
markdowns and markdown cancellations, and of discounts to 
employees and customeis. If an accmate means is not pro- 
vided for securing all this information, the resulting figures 
shown by the method will be incorrect. It is very important 
that all price changes be accurately recorded; this means that 
every department must have a system for recording every 
deviation from the original marked price Any removal from 
a department of merchandise not included in sales must also be 
noted; this would include returns to manufacturers and transfers 

‘Seep, 295. 
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of merchandise from one department to another or among 
stores in a chain or group.* 

^The changing horn the cost method of mventory to the retail method 
must conform with the requirements of the income-tax regulations and with 
sound accounting practice. For a discussion of this matter, see The Retail 
Inventory Method in Practical Operation, Controllers’ Congiess, National 
Retail Diy Goods Association, 1932 This publication also contains helpful 
descriptions and examples of the foims and procedures mvolved in the oper- 
ation of the method. 



CHAPTER XVI 


EXPENSE CONTROL - 

Meaning. — ^In a broad sense, expense control represents the 
entire activity that I’esults in reasonable expense operation ^ 
It includes the proper classification of expenses, the equitable 
distribution* of these expenses among the selling departments, 
and the analysis of expense showings in order to have a sound 
basis for planning reductions in any expenses that are too high 
or increases in any expenses where such action will result in 
greater net profits through the effect upon sales. From the 
standpoint of store organization, expense control involves the 
provision of the mechanism for watching and checking expenses; 
from the standpoint of store operations, it relates to the eco- 
nomical operation of the busmess with the necessary adjustments 
between economy and service requirements. 

Purpose and Importance of Expense Control. — The merchant’s 
pnmary interest is that of making a profit from the operations 
of his store. Expense control, as well as all other store activities, 
should work toward that desired end The net profit of a store 
or department is determined by the amount by which the gross 
margin exceeds the expenses If the expenses are too large, 
the hoped-for profit disappears If the expense element can be 
lessened by control, the net profit can be increased It is because 
of this vital connection between the elements of gross margin, 
expenses, and net profits that the merchant continually must 
watch and check the expenses of his store. 

1 Maztje, Paul M , Principles of Oigamzaiion Applied to Modern Betaikng, 

p 168 

2 In many stores tho expenses are considered simply for the store as a 
whole, and no attempt is made to break up the expenses among the various 
sections of the store, this is especially true m small stores which have httle 
or no departmentalization, and it is also true m some larger stores in which 
the store executives feel that the effort of distributing expenses (especially 
indirect expenses) is not compensated for by the benefits obtained. 

305 
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Realizing the close connection between the expense element 
and the amount of net profit, some merchants too zealously 
attack the problem of expense control, with the resulting tend- 
ency to ehminate or lessen certain expenses that are essential 
to the satisf actory performance of the store’s functions. Expense 
control should be thought of by the retailer not as expense 
“cutting” but rati).er as expense “saving.” Instead of simply 
eliminating certain expenses in order to cut the expense total 
to the lowest possible level, the merchant should analyze care- 
fully the operating needs of the store with the idea of eliminating 
any unnecessary expenses. Expense control in this sense of 
expense saving thus involves cutting down or eliminating only 
those expenses which, after careful consider ation, are shown to 
be unnecessary for the proper maintenance of the store’s operat- 
ing and service standards In some instances, it may bo advis- 
able to increase expense items as a part of the expense-control 
activity. For example, increased advertising expenditures might 
produce additional sales and result in an expense saving, m the 
sense that the higher total dollar expense amount was lower in 
terms of the sales obtained 

With expense control thought of in terras of expense saving, 
it is evident that it is largely dependent upon a method of know- 
ing expenses Only as expenses are seen in their true light — 
that is, in relation to their probable effect upon sales and profit — 
can one teU whether or not they are productive All productive 
expenses must be kept, or added, and all unproductive ones elimi- 
nated Expense control is a plan for reducing expenses only 
in the sense that it leads to the elimination of the unproductive 
ones. A properly prepared expense-control plan shows the reason 
for expenses; from this and his past experience the merchant 
or buyer should judge as to the probable effect of the expense 
items upon the sales and profits of the store or department. 

A study of expenses reveals the store itself in the light of a 
consumer. It is consuming twine, light, time, etc If each item 
is studied from a consumption standpoint, new methods and uses 
may be devised to reduce expenses and still accomplish the 
purpose for which the expenses are incurred. The various 
savings resulting may seem small when viewed separately; but 
where the total saving is known, it will be a sizable addition 
to net profits. 
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For several yeai’S, various writers have called attention to 
the rising costs of retailing. Much has been written in books and 
trade papers and discussed at conventions and conferences con- 
cerning the importance of expense control. However, in the case 
of many merchants and stores, very little action was taken until 
the severe depression of the early^lOSO’s practically forced them 
into the adoption of expense-control methods. Even those 
merchants who thought they had very effective expense control 
found new methods; and many radical changes in operating 
procedure, which formerly merely were discussed theoretically, 
were actually tried out. 

Although a depression period forcibly calls attention to the 
need for expense control, the need for a proper control over the 
expense items is ever present and the retailer should constantly 
be attentive to possible new methods of expense saving In con- 
sidering the adoption of steps that offer the possibility of a 
lower operating expense, the merchant must give proper con- 
sideration to such basic factors as the kind of store, its sales 
volume, the type of trade to which he wishes to appeal, and 
the services that should be offered ^ Without tliis attention to 
the basic operating needs and service standards of the store, the 
adoption of new ways of reducing expenses may injure customer 
good will, which is essential to future business and profits. 

Classification of Expenses. — Expense classification is the 
grouping of expenses into groups or classes according to some 
definite scheme A definite plan of classifying expenses helps 
the retailer or buyer keep a more defimte control over the various 
expense items in his store or department As has been pointed 
out, expense control lequires on the part of the merchant a good 
knowledge of his store expenses. Without a defimte system 
of classifying expenses, he has no satisfactory basis for analysis 
and study of the items making up the total expense figure and 
thus can have only a highly limited knowledge of the expenses 
of his business. A systematic classification of expenses also 
is necessary as a basis for any distribution of expenses among the 
various departments that the merchant may wish to make.^ A 
third advantage of a definite system of expense classification is 

^ For example, expense reductions that lead to msuffioient service or to 
maccuracies and errors m the operations of the stoie should not he made 

’ The distribution of expenses is discussed at a latei point in this chapter 
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that it taakea possible comparisons with the operating results 
of other stores or departments. If stores are to compare operat- 
ing figures, the data must have a common basis; therefore, in 
any comparison of expenses, the accounts that carry the records 
of these expenses must be of a similar composition. 

Types of Expense Classifications. — There are two general 
types of expense classification in common use in the retail field 
One type, which is called a “natural” classification, is based 
upon the nature or kind of the expense regardless of its use or 
function Thus, expenses would be classified as pay roll, rent, 
supplies, taxes, and so forth. The number and exact titles of 
such natural expense groups would vary with the character and 
size of the retail store The other chief method of classifying 
expenses is on a functional basis Under a functional classifica- 
tion, expenses are classified according to the purpose or function 
for which they are incurred. Thus, the natural expense of supplies 
might be subdivided and grouped into such functional groups 
as buying, selling, and administrative, depending upon the par- 
ticular purpose or function for which different supplies are used. 

Although both the large store and the small store perform 
appro.ximately the same functions, there are maiked differences 
both in the scale on which these operations are carried on and in 
the amount of details involved. So far as expenses are con- 
cerned, a small store will have neither the necessity nor the 
ability to classify expenses to so detailed a degree as a large store. 
The retailer of the small store m most cases will classify his 
expenses only by natural divisions or classes In a small store 
the same person ordinarily performs a number of functions; for 
example, he may buy the merchandise, write the advertisements, 
and help in selling the merchandise.^ This makes it piaetically 
impossible to allocate his salary accurately into the different 
functions performed. Similar difliculties would be met in 
attempting to allocate the other natural expenses to functional 
groups.® In a larger store the various functions of the store are 
more clearly differentiated, and accurate records can be kept 

* See the organizational chart of a small retail store, (p. 98). 

* It should be mentioned that m the small store not only is there the 
difficulty of classifying expenses functionally but, in addition, and this 
may be more important, an elaborate classification on a functional basis 
probably would be of little real value to the merchant. 
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classifying expenses on the functional basis as well as by natural 
divisions or classes. 

Standard Expense Classification of the Controllers’ Congress. 
A standardized expense classification developed by the Control- 
lers’ Congress of the National Retail Dry Goods Association is in 
wide use in department stores and in departmentized specialty 
stores This standardized system of the Controllers’ Congress is 
so planned that each expense account can be expanded or con- 
tracted to suit the size and needs of the store. Large stores 
follow the same general proeedme as small stores, only on a much 
more elaborate scale. Thus the expense-classification system is 
sufficiently flexible to be used by stores with widely different 
sales volumes Because this expense classification of the Con- 
trollers’ Congress has received much wider consideration and 
adoption in the retail trade than has any other and also because it 
illustrates the two major types of expense classification, it will be 
discussed more fully. 

Under this standardized system, expenses may be classified 
into: (1) natural divisions; (2) functional divisions. There 
are 14 natural divisions; these are the major divisions into which 
expenses normally fall This classification is based upon the 
nature or kind of the expense, regardless of its use or function; 
for example, any amount paid for wages or salaries is classified 
as pay roll, regardless of whether it is a payment to an administra- 
tive officer, to a janitor, or to a person performing some other 
type of store work. 

There are five functional divisions of expenses. These 
follow closely the major functions of a store, and the expenses 
are classified into the various groups according to the purpose or 
function for which the expenses are incurred. For example, to 
contmue with the illustration of the pay roll expense, that part 
of the pay roll expense which is a payment of executive salaries 
is classified under the administrative functional group, that part 
which is a payment to janitors goes into the occupancy group, 
that part which is a payment to salespeople goes into the selling 
functional group, and so forth. 

Natural Classification of Expenses. — The 14 divisions that 
are the basic expense accounts of the store are as follows^ : 

‘ The definitions of these natural-expense divisions are given here in con- 
densed form. For supplementary details and qualifications, the reader is 
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1. Pay Roll . — This covers all forms of salaries and wages paid 
to employees. Both regular and special payments such as 
commissions, bonuses, and “PM.’s” are included. A small 
store would include here the salary paid to the owner. 

2. Rentals . — Rentals include only the “amounts incurred, or 
payments actually made, for the rental of all properties used in 
the operation of the business These properties include land, 
buildings, fixtures, and equipment.^ Taxes, interest, main- 
tenance supplies, repairs, insurance, and depreciation on owned 
property should not be charged to rentals but rather to the 
other natural division applicable in each case. 

3 Advertising . — This includes all expenses for all forms of 
advertising. The cost of newspaper advertising ordinarily 
IS the most important item In addition, other forms are 
periodical advertising, dii-ect-mail advertising, radio advertising, 
billboards and streetcar cards, novelty advertising, and other 
miscellaneous forms. The salaries and wages of the employees 
in the publicity department are included in the first division of 
pay roll rather than in this advertising division. 

4. Taxes — Taxes include all taxes levied by any branch of 
the government, municipal, county, state, or Federal, upon the 
merchandise, fixtures and equipment, land, buildings, accounts, 
and money of the store, with the exception of income taxes.® 
This division also includes any corporation taxes, hcense fees, or 
internal-revenue taxes. Pay-roll taxes also are included. 

6. Interest — In this division is included an interest allowance 
on the capital invested in certain assets. This allowance is 
determined by charging interest at the rate of 6 per cent per 
annum on the cost value of the merchandise inventory at the 
beginning of each month, and by charging interest at 6 per cent 
on the fair estimated present-day valuation of all capital assets, 
such as land, buildings, leaseholds, and fixtures and equipment, 
used in the operation of the business This account also is 


referred to The Expense Manual, Controllers' Congress, National Retail 
Dry Goods Association, 1937. 
i76id, p 2 

° Charges for the hire of delivery rolling stock and of tabulating and simi- 
lar equipment belong under the natural division “Unclassified.” 

s Income taxes are treated as a deduction from net profit rather than as an 
operatmg expense of the business. 
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charged “for the adjustment of rentals paid for leased properties 
used in the operation of the business.”* If the fair estimated 
present-day rental value of the leased properties exceeds by a 
material amount the actual rentals being paid, this interest 
account is charged with an amount equivalent to the excess. 

Interest actually paid on mortgages and other borrowed money 
is excluded from operatmg expenses and considered as a non- 
operating item; such interest payments, theiefore, would not be 
included under "Interest” in the natural classification of oper- 
ating expenses. 

6. Supplies . — This division includes all types of supplies 
consumed by the different divisions of the store in operating the 
business, such as pencils, coal, wrapping material, boxes, bags, 
twine, sales books, and stationerj’’ It does not include materials 
for repair, which are charged to the natural division “Repairs 

7. Services Purchased — This item includes the cost of the 
three following services when they are purchased from outside 
sources: (1) cleaning service in connection with operating and 
housekeeping; (2) light, heat, and power; (3) delivery service 

8 Unclassified — This includes all expenses that are not 
provided for in the other natural divisions Examples of the 
items falling into this division are welfare expenditures, member- 
ships in organizations, cash donations, entertainment, classified 
advertising when used to secure additional employees, cashier 
shortages, carfare, inspection fees, fraudulent purchases, publica- 
tion subscriptions, and bad debts. 

9. Traveling . — ^Traveling includes all expenses incurred in 
connection with travel for the business by any officer or employee 
of the store. These expenses include transportation, meals, 
hotel bills, tips, taxicab fares, and incidentals. 

10 Communication . — This includes postage (except parcel- 
post charges on packages), telephone rentals and toUs, telegrams, 
radiogram and cable charges, and any other communication 
expenses. 

11. Repairs . — ^This includes the cost of repairs to buildings, 
fixtures, and equipment of all kinds. It does not include 
expenditures for new equipment or for major improvements that 

' The Expense Manual, op. oit., p. 3 

® Pubhoation subscriptions are classed under “Unclassified” rather than 
under “Supplies ” 
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materially add to the length of life or value of the equipment or 
property; such expenditures should be charged to the appropriate 
capital-asset accounts. 

12. Insurance. — ^This division includes all expenses for all 
types of insurance, including fire, theft, sprinlder leakage, use and 
occupancy, burglary liability, and the many other forms. 

13. ' Depreciation. — This dimsion includes the depreciation on 
the book value of buildings, furniture, fixtures, and equipment, 
and the amortization of the book value of leaseholds and improve- 
ments to leased properties ^ Because these assets decrease in 
Value each year, the common practice is to charge off each year 
(or other accounting period) a certain part of the cost value of the 
asset as an expense for that year. This is done by charging 
“Depreciation Expense" and crediting an allowance-for-deprecia- 
tion account for the amount written off; this allowance-for- 
depreeiation account is a contra account to the asset account 
to which it applies. “ For example, suppose a fixture costing 
$100 is expected to last 10 years and at the end of that time will 
have no scrap value. On the assumption that it is to be depreci- 
ated by the straight-line method (that is, an equal amount to be 
charged off each year), it will be depreciated 10 per cent of its 
cost value each year, or $10; thus, each year, $10 will be charged 
to “Depreciation.”® 

14. Professional Services — ^This division includes the costs 
of all services of a highly specialized character purchased from 
outside professional agencies; examples are accounting and audit- 
ing services, legal advice, advertising surveys, appraisals, services 
of domestic- and foreign-buying agencies, information from credit 
and collection associations and bureaus, and secret services.'* 

As previously mentioned, a small store may consider these 
14 natural divisions® as a sufficiently detailed method of expense 

» The Expense Manual, op oil., p. 6. 

> That is, it shows the amount to be deducted from the cost value shown 
m the asset account m order to get the depreciated or actual value of the 
asset. 

> Under the standard-expense classification of the Controlleis’ Congress, 
losses from bad debts are included under “Unclassified ” 

* Fmancial or economic services which are issued regularly like pubhest- 
tions are chargeable to the natural division “Unclassified,” rather than to 
“Professional Services." 

• For a discussion of contra credit accounts, which are deductions made 
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classification. If desired, they can be subdivided into numerous 
finer divisions. For example, the division “Communication” 
might be subdivided into “Telephone Rentals,” “Telephone 
Tolls,” “Telegrams,” “Cablegrams,” “Postage,” and “Sundry.” 

Fimctional Classification. — Those stores wishing to classify 
expenses according to purpose or function use the functional 
classification of expenses in addition to the natural classification. 
Each of the natural-expense divisions is broken up into these 
functional groups, which follow closely the common functions 
of a store. Thus, not only has the store information on the 
distribution of total expen, ses by natural divisions, but it also 
has figures showing the relative proportions of the store operating 
expenses due to the administrative function, the buying func- 
tion, and each of the three other major functional groups The 
functional groups may be briefly explained as follows: 

1 Administrakve — This group includes the general adminis- 
trative expenses of the store as a whole which are not chargeable 
directly to any one division of the store. It mcludes the expenses 
of the executive, accounting, and accounts-receivable and credit 
oflices Also included under this administrative group are all 
expenses related to the superintendency of employees (employ- 
ment, training, and so forth), the expenses of certain general 
customer services (checkrooms, telephones, transfer and exchange 
desk, etc.) and general store expenses. 

2 Occupancy — This functional group includes all expenses 
arising from the use and mamtenance of the store buildings, 
fixtures, and equipment. 

3 Publicity — Publicity includes all items of expense con- 
nected with advertising and window display 

4 Buying. — This group includes all the expenses of buying 
the merchandise, including aU costs incurred in outside buying 
offices or connections, the expenses of receiving, checking, and 
marldng the goods, and the costs of any merchandise-comparison 
office or department 

5 Selling — Selling includes all expenses incurred in the 
selling of the merchandise, from the time it is received in the 
department up to and includmg the delivery to the customer. 

from the natural divisions of expense when functional-expense items are 
charged to a cost-of-sales account or to an asset account, see Tht Expeme 
Manual, op. at., p. 6. 
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These expenses are of three general types : the compensation of 
salespeople; general selling expense, such as costs of wrapping and 
packing, costs of selling-floor supervision, and many other items; 
and delivery expense. 

8uhfunctional Divisions, — As the size of a store increases, the 
above five functional groups may be broken down into subfunc- 
tional divisions. These five functional groups may be divided as 
follows according to the size of the stored 


Smai/L Stoeb 
6 divisions 
1. Administrative 


2. Occupancy 


3. Publicity 


4, Buying 


5 Sellmg 


Mebium-sizbd Stobb 
11 divisions 
Administrative 


Operating and house- 
keeping 

Fixed plant and 
equipment costs 
Light, heat, and power 
Advertismg 


Display 

Meichaiidise manage- 
ment and buymg and 
outside buying offices 
Receiving and mark- 
ing 

Compensation of 
salespeople 
General sellmg 
Delivery 


Large Store 
18 divisions 
Executive office 
Accounting office 
Accounts receivable and credit 
office 

Supenntendenoy 
General store 

Operatmg and housekeeping 
Fixed plant and equipment 
costs 

Light, heat, and power 

Sales-promotion office 
Newspaper and general adver- 
tising 

Direct mail 
Display 

Merchandise management and 
buymg 

Domestic- and foreign-buying 
offices 

Receiving and marking 
Compensation of salespeople 
General selhng 
Delivery 


National Retail Hardware Association Expense-control Form. 
The following form and explanation are given as an example of 
the aid furnished by a retail-trade association to its members 
in the important task of classifying and controlling expenses in 
their stores This expense-control form was devised by the 
National Retail Hardware Association for the use of its retail- 


^im., pp. 110-111. 
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Expense-control Plan 

National Retail Hardware Association 


Expense olassifioatlon 


Mctnageuient and adhng’ 
A Salaries, owner 


B Salanes, clerks 


C Salaries, office 


D Office supplies, postage 


E Advertising 


F Donations 


G Store supplies 


H Telephone and telegraph 


I Losses, notes, and accounts 


January 

February 

March 

Esti- Ac- 
matod tual 

Esti- Ac- 
mated tual 

Esti- Ac- 
mated tual 


Esti- Ao- 
mated tual 
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store members and has been planned especially for the small-store 
merchant who must prepare his own data. 

The form includes on one page monthly statements over a 
year’s time of the estimated and actual expenses for 24 expense 
items. Each of these separate expense items is entered cumula- 
tively; for example, the owner’s salaries entered in the March 
column include these salaries for January, February, and March. 
In this way, when a column for a particular month is filled in, it 
shows the amount that the store planned to spend for each 
item and the amount it actually has spent up to and including 
that month. 

Postage on advertising matter is included in line E and not 
in line D. Line J may include collection expense, salary for 
receiving clerk, porter, and watchman, the costs of operating 
salesmen’s cars, shop expense, or special commissions to others 
than employees. The merchant chooses the most important 
one of these for line J and then puts the others in the unclassi- 
fied space (line X). 

Line W is used for one of the following: travel account, city 
license, carfare, or any other special expense items. This line is 
used for the most active one of these headings, and then the 
remaining items of this group are put in the unclassified space. 
Line X includes all expenses for which provision has not been 
made under any of the other headings. 

Line 1 shows the total expense for the year to the end of 
each month. On line 2 is entered the total expense from the 
preceding month. As an example, in March in line 2 is entered 
the total expense from line 1 of February. Line 3 shows the 
difference between line 2 and line 1, which gives the expense for 
each month. 

Expense Distribution. — ^In stores with a number of selling 
departments, the common practice is to divide the operating 
expenses among the various departments for which they are 
incurred. This charging of the operating expenses to the 
individual departments is called “expense distribution.” This 
distribution of expenses shows the merchant to what extent each 
department is responsible for the operating expenses of the 
store and aids him in judging the profitableness or unprofit- 
ableness of each department. Also, to the extent that 
stores use standardized bases for distributing expenses, they 
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can coiapare results among similar departments in the various 
stores. 

When an expense is incurred directly by one department, the 
distribution of the expense is a simple naatter, for it can be 
charged directly to the department causing it; an item of this type 
IS called a direct expense To illustrate, a certain department 
orders $50 worth of supplies; another department has six sales- 
people who devote all their time to that department; and another 
department has a buyer and an assistant buyer. The cost of 
each of these can easily be charged directly to the department 
concerned. There are many expenses, however, that are 
incurred by several departments jointly or by the store as a 
whole. In dividing these expenses, which are called indirect 
expenses, the problem is one of finding a means of dividing the 
expenses among the various departments so that each will bear 
its equitable share. To illustrate, the expense of the accounting 
office is incurred for the store as a whole and must be distributed 
equitably among the departments of the store. This distribution 
of the indirect expenses to the various departments is spoken of 
as the “proration” of indirect expenses. 

Proration of Indirect Expense . — ^Two factors of primary impor- 
tance must be considered in choosing a basis for prorating any 
indirect expense: (1) the equitableness or fairness of the method in 
respect to the various departments affected; (2) the difficulty 
and cost of prorating the indirect expenses by the method under 
consideration As will be pointed out in the following discussion 
of various proration bases, the actual proration basis used in 
many instances is not the most equitable one; this unfairness 
may be due to lack of careful thought as to the correct basis or 
to the real or supposed difficulty and cost of using the most 
equitable basis. 

The volume of sales of each department has been used by some 
stores as the chief basis of prorating indirect expenses, for this is 
the simplest basis. A careful consideration will in many cases 
show that a better basis can be found. For example, some stores 
distribute their indirect buying expenses on the basis of sales 
rather than according to the volume of cost purchases, which is 
the more equitable basis. Delivery expenses in some stores are 
charged on a volume-of-saJes basis although this is manifestly 
unfair. To take an extreme case for purposes of illustration, the 
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actual delivery costs for a department handling jewelry and 
precious stones probably would be very low as compared with 
the sales figure, whereas in a furniture department the delivery 
costs would be much higher in relation to the sales; clearly, then, 
a proration of delivery costs on the basis of sales volume would 
not be equitable. The volume of sales is used properly to 
prorate most general expenses, for example, executive-office 
expense 

All general or institutional advertising is ordinarily charged 
on a volume-of-sales basis. Some merchants maintain that all 
advertising should be upon this basis even when it is the direct 
cost of a certain department The justification for this, accord- 
ing to them, is that an advertisement brings people into the store 
who buy not only the things which have been advertised but 
things which they see in other departments as well Because the 
goods of some departments have a greater attraction appeal than 
others, these departments do a great deal of advertising that 
benefits the nonadvertising departments also A proration on 
the volume-of-sales basis would make all departments share 
in all the store’s advertising expense more equitably, it is claimed. 
The indirect expenses of general selling, mail and telephone 
ordeis, and adjustments often aie charged on a basis of volume of 
sales. 

The volume of cost purchases, as has been mentioned, is the 
proper basis for distributing the indirect-buying expenses, for 
these expenses tend to vary with the amount of purchases, 
prorating on the basis of sales noight result in an unjust charge 
to those departments having a high markup. 

The average stock at cost in each department would be the 
basis for prorating taxes, insurance, and interest on the invest- 
ment in merchandise. 

The value of the space occupied would be the basis for pro- 
rating to each selling department the rent, taxes, insurance, 
interest, and depreciation on the building. As will be explained 
later, different parts of the building have different occupancy 
values. For example, space just inside the main entrance will 
be far more valuable than that toward the back or that on the 
sixth floor. 

The amount of space occupied determines the prorating of 
the costs of cleaning, general supervision^ and warehouse space. 
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All floors of a warehouse usually are considered of the same value, 
as is every part of each floor 

The number of transactions would be the basis for prorat- 
ing the costs of auditing, of billing, and of credit transactions 

The value of the fixtures and equipment would be the basis 
for prorating the taxes, insurance, depreciation, and interest on 
the investment in fixtures and equipment. 

The number of packages delivered and returned would be the 
basis for prorating delivery expenses. Because different sizes and 
weights of packages are delivered, some classification of packages 
should be made Some stores divide them into two groups, small 
and large, charging less for the small packages Other stores 
determine what is an “average” package and an “average” 
charge and then plan several groups with appropriate charges 
above and below this average This is an attemiit to have each 
type of package bear its proportionate share The delivery 
costs of the furniture department may be put in a class by 
themselves. 

Prorating the Rental Expense . — The rental actually paid by a 
store must be prorated ]ust as are other indirect expenses The 
distribution of this rental expense to the various departments or 
sections of the store will be discussed m some detail at this point 
as an example of the general problem of proration Stores 
use many different methods, all of which are largely a matter of 
judgment. Some merchants would simplify the matter by 
maintaining that all parts of the store are equally valuable if 
the store is properly laid out, inasmuch as for each department 
there is an ideal location within the store. In spite of this con- 
tention, there seem to be logical reasons for consideiing some 
parts of the store more valuable than others. Where a store 
occupies several floors, it is only natural that the main floor is the 
most valuable location It is the easiest of access and has the 
greatest customer traffic, for customers for other floors must pass 
through the mam floor. Other floors will differ in value largely 
dependmg on their ease of access. If there are many and con- 
venient elevators, the ease of access will be increased and the 
other floors will become more valuable 

In dividing the rental cost among the different floors, it is 
largely a matter of judgment as to their respective values. One 
store allocated 45 per cent of the rent to the main floor, by 
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far the most valuable space in the building. The basement, 
which did not occupy quite the same number of square feet as 
the main floor, was charged 15 per cent. The second floor was 
rated at 25 per cent and the third at 15 per cent. 

Next, the retailer has the problem of dividing among the 
departments on each floor the amount of rent charged to that 
floor. In this distribution, most of the nonselling departments 
are not charged rent. Certain departments that are revenue 
producing, such as manufacturing departments, can be charged 
rent; but, on the whole, the rental must be borne by the selling 
departments. The cost of the non-revenue-producmg non- 
selling departments would later be prorated among the sell- 
ing departments; hence, the plan of dividing the total rental 
among the selling departments accomplishes directly the same 
result. 

If the amount of rent allocated to a floor and the number of 
square feet of selling space on that floor are known, the rent that 
each square foot should bear can be determined. Multiplying 
the rent per square foot by the number of square feet used by 
each selling department on that floor will give the rental value 
to be charged to the department. 

A more accurate means, however, would be to determine the 
relative worth of different parts of the floor. The retailer 
should make a diagram of the floor layout to serve as a guide 
in this determination of the rental values of the different sections 
of the floor. Space near the entrance and along the main aisle 
wiU be the most valuable, for it has the greatest customer traflSic. 
Space along the side aisles will be less valuable, and some parts 
of the floor, because of their difficulty of access or because of poor 
light, will be still less valuable. The square footage can be 
weighted according to its desirability. 

As a simple example, the best locations might carry a weight 
of 6, the less desirable a weight of 2, and the least desirable be 
unweighted. Then the merchant can multiply the number of 
square feet in each “zone” by the weight and divide the rental 
charge to the floor by the total weighted square feet to get the 
rental charge per weighted square foot He can then multiply 
the charge per weighted square foot by the number of weighted 
square feet m each department to get the share of the rental to be 
charged to each individual department. 
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Lack of Uniformity of Expense Distribution . — ^There is much 
variation in practice among retail stores with regard to the 
distribution of expenses to departments.^ Some store executives 
question the worth of any extensive proration of indirect expenses. 
Even if the desirability of distributing all expenses in a detailed 
manner to the various departments is established, there is still 
much room for difference of opinion as to the most equitable 
basis for prorating each of the indiiect expenses. In attempting 
to determine sound bases the retailer must constantly ask himself 
whether or not the greater equitableness resulting from a more 
elaborate method of distributing expenses will more than offset 
the extra cost that it may involve.* 

The Contribution Plan — ^The so-called “contribution plan,” 
which has been adopted by a number of retail stores in recent 
years, is, briefly, a method of charging to each department only 
those expenses which are directly incurred by the department and 
which would disappear if the department were discontinued.* 
These expenses are termed “escapable” expenses; for, from the 
point of view of the store as a whole, they would not be incurred 
if the department were eliminated. The total of the escapable 
expenses for a particular department subtracted from the gross 
margin gives the department's contribution to the general 
overhead of the store. 

All other expenses, which are termed “inescapable” because 
they continue regardless of whether or not a specific department 
is operated, are not distributed to the various departments. The 

‘For a more detailed discussion of expense distribution, see John W. 
Wingate and Norris A. Brisco, Elements of Retail Merchandising, pp. 237- 
242, 445-463, Prentice-Hall, Inc., 1938. 

* In The Expense Distribution Manual adopted by the Controllers’ Con- 
gress of the National Retail Dry Goods Association, recommendations are 
made as to the distribution bases that should be used m most oases. These 
suggested bases are given for the various subfunotional-expense accounts. 
For a summary of these suggested distribution bases m chart form, see The 
Expense Manual, op cit., pp 157-158 For suggestions as to bases for dis- 
tnbutmg expenses among departments m the small retail organization, see 
Departmenlize for Better Profit Control, p 10, booklet published by the 
Merchants Service Bureau of The National Cash Register Company, 1938. 

• The Expense Manual, op. cit , p. 144. The contribution-plan idea was 
formally presented to the members of the N R D G.A by Mr. C. B. Clark, 
Controller of the J. L. Hudson Company m Detroit, m a speech at the 
January, 1934, convention of the N.R.D.G.A. 



322 


PRINCIPLES OP RETAILING 


total of the inescapable expenses subtracted from the total of the 
individual-department contributions gives the final net-profit 
figure for the store. 

The contribution plan is thus a form of departmental account- 
ing analysis that provides a contribution figure for each depart- 
ment rather than the net-profit figure, which is determined under 
the ordinary method of distributing all expenses to the various 
departments. The following example shows a comparison of the 
operating statements (in abbreviated form) of a department 
under the common plan of distributing all expenses and under the 
contribution plan.^ 



Depaktment 

A Operating Statements 



IjxponBQ-distribution Method 


Contribution Plan 




Per- 



Per- 



cent- 



cent- 



age to 



age to 



Sales 



Sales 

Net sales 

$46 , 503 

100 0 

Net sales 

$46,603 

100.0 

Cost of sales 

, 27,661 

59 5 

Cost of sales 

27,661 

69.6 

Gross merchandise marem 118,842 

40 6 

Gross merohandise margin 

$18,842 

40 5 

Expense. 



Escapable expense 



Administration 

$2,291 


Administration $ 641 



Occupancy 

8,181 


Occupancy 114 



Publicity . , 

3,081 


Publicity 2 , 772 



Buying . . , 

, 1,776 


Buying . 797 



Selling; . > 

6,611 


SeUmg 5,764 



Total expense 

21 , 875 

47 0 

Total escapable expense 

9,981 

21 6 

Net loss « .... 

($3,033) 

(6 6) 

Department contribution 
Inescapable expense 

$ 8,861 

19 0 




Rent not charged. 

$ 7,673 





Other not charged 

4,321 






$11,894 



In the above example, department A shows a net loss of $3,033 
(or 6.5 per cent of sales) after it is charged its share of all expenses 
However, if the department is charged only with those expenses 
which are considered escapable, that is, those which originate 
with the operation of the department and would not exist if the 
department were dropped, it shows a contribution of $8,861 that 
can be applied to the payment of the total of the inescapable 
expenses for the store 

Probably the greatest problem in the contribution plan is the 
determination of which expenses are escapable and which 
inescapable. Because of differences in organization and size 

^This is adapted in a simplified form from an example given in The 
Expense Mamial, op. ciU, p 146. 
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of stores, an expense considered as escapable in one store might 
logically be considered inescapable in another. ^ As illustrated 
in the comparison of the operating statements on page 322, the 
great majority of the administrative expenses and almost all the 
occupancy expenses are inescapable in character. On the other 
hand, most of the publicity and selling expenses are escapable. 
The functional expense of buying is more evenly divided between 
the two types of expense, ordinarily. Certain important 
expenses such as those for actual buying, receiving, and marking 
would be escapable, whereas such costs as the expenses of the 
general merchandise ofi&ce and resident-buying offices would 
ordinarily be inescapable. 

Expense Budget. — An expense budget is a carefully prepared 
estimate of the planned expenses of the store that is used as a 
check on the actual expenses. A merchandise plan, or budget, is 
a careful estimate of what the store plans to sell month by month 
during the coming season and its planned stocks, purchases, 
initial markup, and markdowns. These figures in the mer- 
chandise budget are planned with the idea of obtaining the gross 
margin that the store hopes to make. Because all expenses must 
be deducted from this gross margin before any net profit is 
obtained, it is only natural that the merchant finds it imperative 
to estimate caiefully what expenses will be caused by following 
out the merchandising plan, thus the expense budget and mer- 
chandise plan work together in guiding the store to future 
profits ® 

Pre'paration of the Expense Budget . — The expense budget 
ordinarily is made up for a period of six months. Both past 
records and future plans must be taken into consideration in 
plannmg the budgeted-expense figures. The past records of the 
expenses and then proportion to sales, together with the informa- 
tion given in the merchandise plan for the future season, supply 
these two elements needed in preparing an expense budget 

If an expense budget is to be prepared with any degree of 
accuracy, it is essential that the store have a worth-while account- 
ing system. This system is relied upon to give accurate figures 

1 For an example, see ^b^d , pp. 144^145. 

® As pointed out in Chap XII dealing with the merchandise plan, the 
expense budget, or plan, often is worked out simply as one part of the com- 
plete merchandise plan. 
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concerning past expenses and their relation to sales. As the 
merchant or buyer studies these past records of expenses, he can 
compare them for several years back and note any trends m 
the items. It may be that certain expenses are steadily increas- 
ing but not in large enough amounts at any one time to cause 
particular attention; however, as viewed over a period of time, 
the rising cost of such expense items becomes apparent 

In a small store the merchant with the help of his bookkeeper 
works out his expense budget. In a large store the work of 
preparmg the budget is turned over to a budget committee, 
possibly the general manager, the merchandise manager, and the 
controller. The membership of such a committee differs in 
different stores. 

Each department head is supplied by the controller with his 
past expense data and the merchandising plan for the coming 
season, all on a monthly basis. With this before him, each 
department head prepares his expense estimate and gives it to his 
superior. Having originated this budget himself, he feels bound 
to keep within it after the final budget plan has been adopted 
Because he knows his estimate will be studied by his superior and 
later by the budget committee, he will naturally try to make it 
as convincing as possible. 

After these various departmental expense budgets have been 
compiled into groups according to the functional divisions, the 
budget committee will study them. It may be necessary to 
adjust certain figures to make the budget as a whole one that 
the store can reasonably expect to follow. Even with all this 
study the expense budget is only an estimate and therefore will 
not always harmonize with actual results. 

Use of Comparative F^ures . — As pointed out above, the 
budgeted expense figures are determined by the retailer largely 
on the basis of past expense experience with modifications to fit 
the future merchandising and operating plans. But past 
expenses are a satisfactory basis for budgeting only if it is 
assumed that the past expense showing was satisfactory. Thus, 
it is highly desirable that the retailer have standards outside his 
own business by which to judge both his total operating cost 
and the relative proportions of it going to specific expense items. 

In a number of Afferent retail trades, expense data are col- 
lected and assembled in well-classified form by various agencies. 
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Buch as university bureaus of business research, trade associa- 
tions, trade-paper publishing organizations, and governmental 
agencies.^ In these classifications the attempt is made to group 
together similar types of stores operating under approximately 
similar conditions; thus the stores in a particular kind of business 
may be grouped according to sales volume, size of city m which 
they are located, amount of service extended, or other basic 
factors that affect the operating expenses of stores In some 
cases the expense figures of the stores are shown classified 
according to a combination of groupings. For example, the 
stores may first be divided into sales-volume groups, and then 
each of these groups may be further subdivided by size of 
city. 

The widespread adoption among department stores and 
departmentized specialty stores of the standardized expense 
classification of the Controllers’ Congress has greatly facilitated 
the collection and use of comparison figures in those retail trades. 
The most important sources of comparative data on these two 
types of retailing are the reports of the Harvard Bureau of Busi- 
ness Research and the Controllers' Congress of the N R.D.G.A. 
The Harvard Bureau of Business Research report entitled 
“Operating Results of Department and Specialty Stores” is 
issued annually. The operating results for both types of store 
are shown by sales-volume groups,* and both “common” and 
“goal” figures are given.* The expense classification used in 
these reports in general conforms to the standardized-expense- 
classification plan of the Controllers’ Congress.* 

1 For a collection of such figures for different trades, see Expenses in Retail 
Bwinesses, booklet published by the Merchants Service Bureau of The 
National Cash Register Company. 

• In the report covering 1939 operations a table was given showmg, for a 
limited number of items, operatmg results for department stores classified 
according to net sales volume and size of city. 

• "Common figure” means the “most representative figure in any series 
or array” and “goal figures depict the typical results for a number of the 
most profitable firms in the respective volume groups ” For further 
explanation, see Operating BesuUs of Department and Specialty Stores, 
Appendix, Harvard Bureau of Busmess Research. 

• There are important differences, however, in the treatment of (1) rentals 
and related items, (2) interest, and (3) professional services. These differ- 
ences are explamed in “Operating Results of Department and Specialty 
Stores,” Appendix, Harvard Bureau of Business Research. 
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The Controllers’ Congress issues annual reports entitled “De- 
partmental Merchandising and Operating Results of Department 
Stores and Specialty Stores” in which figures are given depart- 
mentally as well as by size of stoi-e Both typical figures (repre- 
sentative performance) and goal figures (planning guides) are 
given. The expense figures are shown by functional and in 
some cases by subfunctional groups. 

In many lines of retailing, expense data, as well as other 
operating information, are assembled by trade associations and 
made available to member stores. ^ A good example of such 
trade-assoeiation activity is the annual hardware-store survey 
made by the National Retail Hardware Association, the results 
of which are published in the official magazine of the association 
In the published report the operating results are broken down 
by size of store (net sales volume) and by size of town in which 
the stores are located. Thus a dealer can compare his operating 
results with those shown for a group of stores of approximately 
the same size and in the same general town-size classification 
In the various groups, figures are shown for the “group average” 
and for the “profit makers.”* 

Several other retail trade associations provide aid to their 
member stores in connection with expense planning and control; 
this aid may or may not include the collection of comparative 
figures on operating results.® In many retailing trades the 
publishers of trade papers may furnish information of con- 
siderable value to the retailer in the budgeting of his operating 
expenses.^ 

Among other important sources of retail operating figures, 
special mention should be made of governmental bureaus and 
agencies. For example, much hiformation on retail operating 

^ In some cases the results of such operating-cost studies are published m 
trade papers or in other forms that make them available to any retailer in 
the trade. 

* For the detailed hardware-store survey covermg 1939, see “1939 Hard- 
ware Sales Rise; Margin Best m 6 Years,” Hardware Retailer, June, 1940, 
p. 65, 

• For an example of a study of operating results in the retail furniture field, 
see John R. Trost, “Are We on the Road Back?” National Furniture Review, 
April, 1940, p. 26 

‘ See Operating Expenses of 125 Food Stores, booklet published by The 
Progressive Grocer, 1941. 
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conditions and costs is available by kinds of business, by types 
of operation, and by areas in the reports on retail trade of the 
Censuses of Business. 

In studying comparative expense figures as a basis for evaluat- 
ing his own expense showing, the merchant must remember 
that they are "common” or “average” figures for the group 
studied and that his store probably is not operating under 
exactly "common” or “average” conditions In other words, 
the figures worked out for his particular retail-trade group are 
very useful for comparison purposes, but they should seldom, 
if ever, be used as exact figures to which he must make all his 
expenses conform. 

For example, in one particular town, rents temporarily may 
be higher than normal because of a shortage of suitable buildings 
or for some other reason; therefore, it would be natural to expect 
the rental expense of a store in that town to i un above the average 
or common figure. In another town, some item of expense might 
be unusually low; as a result, the merchant might reasonably 
have a relatively low percentage of expense for that item without 
any real effort on his part. 

There is a real value, however’, to the merchant in comparing 
the expense figures of his store with those of other like stores or to 
the buyer of a department m makmg such a comparison with hke 
departments in other stores. Where his figures vary from the 
average, the reasons should be sought and studied. If his figure 
for a particular expense item is liigh, is there something that 
can be remedied? Are the conditions under which the store 
operates really average conditions? 

Having studied his past expense figures in this light, the 
merchant can better prepare his estimate for the future. He has 
decided that salaries and wages are too high and so studies the 
reasons and means for brmgmg this item into line. Advertising 
is not so high as the average Is this due to a superior location, or 
is he not doing sufficient adveitising^ His answer to this 
question will have a bearing on his advertising estimate in the 
expense budget. 

If his profit is to be satisfactory, he must either keep his 
total expense figure within a certain percentage of sales or raise 
his gross margin. This must be considered in preparing his 
merchandise budget and expense budget 
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Use of the Budget . — Unless the store actually carries out its 
expense program as set up in the budget, the budget is of httle 
real value. This foUomng up of the budget should include 
frequent checking of actual expenditures against the budgeted 
figures, attempts to keep in line with the planned figures, definite 
placing of authority for the authorization of all expenses, and the 
means for revising the original planned figures if the necessity for 
changes arise. When a department’s expense figures begin to 
vary from its budget figures, the buyer should be called on 
for an explanation. If there is a proper reason, the budget 
figures should be revised in the light of present conditions. If 
there is not a proper reason, adjustments should be made as 
speedily as possible to bring actual expenses in line with the 
expense budget 

It should never be forgotten, however, that the budget is to 
be an aid to the business rather than an ironclad model to which 
the business must be adjusted. Because of this constant need for 
readjustment the expense budget ordinanly is divided into 
monthly periods just as is a merchandise budget. Some stores 
even divide it into weekly periods, on the theory that such a 
division gives them a better and more current control over the 
expense items. 

If the expense budget is carefully drawn up and closely 
followed out in the actual store operations, with reasonable 
allowance for any necessary revisions in the planned figures, 
the budgetary procedure has at least three important advantages 
as compared with the piocedure of simply meeting day-to-day 
expenses without any preplannmg; (1) It substitutes for post- 
mortem analysis of expense the planning of expenses in accord 
with expected future merchandising activities. Instead of sim- 
ply analyzing expenses after they have been incurred, the store 
attempts to plan the expenses and then keep them in line with 
this budget, or plan; this is in accordance with the scientific 
retailing procedure of planning all the elements of the store’s 
operations with the end in view of obtaining a satisfactory net 
profit for the store. (2) The budgetary procedure helps coo)> 
dinate the activities of the various functions and divisions of the 
store; for example, the amount to be spent for publicity purposes 
is kept in a reasonable proportion to the sales volume. (3) 
The expense budget helps in placing definite responsibility for 
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the amount of the various expenses incurred; if the buyers and 
others affected are given their proper part in the preparing of 
the budget figures, they are more willing to accept and carry 
out their full responsibility in expense control 

Pay Roll as an Expense Item. — Wages and salaries constitute 
the largest single expense item in the retailer's expense budget. 
In practically all lines of retailing the pay roll cost consumes 
one-half or more of the gross margin of the retailer.^ For 
example, a survey of the 1939 operating experiences of more than 
13,000 independent retailers by Dun & Bradstreet, Inc., indi- 
cated that out of the 50 retail trades into which the stores 
were grouped only 4 showed a typical wage and salary expense 
less than 50 per cent of the gross margin.® 

The relation of the pay roll expense to the total operating costs 
of a store varies among different retail trades and among different 
types of operation within a given trade * The percentage of the 
net sales that is consumed by the pay roll cost also is affected 
by the size (sales volume) of the store and by the size of the city 
in which it is operating.^ 

Because the pay roll cost constitutes the largest expense item 
in his expense budget, it should be given careful consideration 
by a retailer. He should compare his pay roll expense with the 
most nearly comparable figures available. If this comparison 
indicates that his wages and salary costs are too high, he should 
review the personnel element in his selling and operating activi- 
ties.' For example, it may be helpful to review the average 
sales per salesperson as compared with similar figures in other 
comparable stores (if such figures are available) and to compare 

* In 1935, out of every dollar spent by the consumer for retail goods, 15 
cents, or more than half the retailers’ gross profit (margin) was needed to 
cover wages and salaries, including the proprietors’ imputed compensation. 
Does Distnbution Cost Too Muchf, p 146, Twentieth Century Fund, 1939 

> “How Wage and Salary Expense Varies m 50 Retail Trades,” Dun's 
Review, April, 1941, p. 18 Neither department stores nor oham stores 
were covered in the survey upon the results of wluoh this article is based. 

* See Does Distribution Cost Too Muchf, op cit , pp 146-161. For 
examples of the variations in pay-roll cost by kinds of retail trade, see also 
“How Wage and Salary Expense Varies in 50 Retail Trades,” ibtd. 

‘ See “How Wage and Salary Expense Vanes in 50 Retail Trades,” op. cit. 

* Personnel activities in the retail store are discussed m detail in Chap. 
XXI. 
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the sales of each salesperson with his salary. Because this one 
item of pay roll makes up one-half or more of the retailer’s total 
operating costs, the proper control of this item is a big step in the 
direction of expense control for his business 

Rent Expense. — The payment for rent or for comparable 
expenses on property owned by the retailer ordinarily is the 
second largest expense in the store, being exceeded only by the 
pay roll item. In addition, it is the retailer’s chief long-term 
commitment. Thus, care must be exercised by a retailer in 
negotiating a lease, if he is a tenant, or in purchasing and manag- 
ing his own building. 

If the retailer is a tenant, he must determine what he can afford 
to pay in terms of net sales for a particular location A partial 
answer to this may be obtained by a study of comparative figures 
of other stores in the trade Then, by estimating the likely 
sales volume in a particular location and applying the estimated 
rental-cost percentage, he can determine, at least roughly, the 
reasonable dollar rental for a location. It is important to the 
landlord, also, that the rent be closely in line with what the store 
can afford to pay, for it is to his advantage to have a profitable 
and solvent tenant.^ 

If, instead of leasing a building, a retailer operates in owned 
property, his “rental” cost is not one primarily of a rent payment 
to a landlord but is rather a combination of real estate costs, 
consisting largely of taxes, insurance, depreciation, and interest 
on the real estate. Thus, his budgeting of rental expense tends 
to become a more involved procedure ^ 

The table on page 331 shows the cost of rent in terms of sales 
for a number of retail trades in 1935 These figures represent the 
rent paid (in terms of net sales) by tenant, s of leased property, as 
reported to the 1935 Census of Business. The average rental 
cost in leased piomises m 1935 was 3.9 per cent of sales. 

In the gathering of comparative operating statistics by trade 
associations and other agencies the “rental-expense” classifica- 

*See MraoHELi,, Waltbb L., Jr , “OGOupanoy Expense and the Extent 
of Tenancy m. Retailing,” Dun's Review, February, 1941, p 11. 

“ Also, the ownership of the building may bnng many additional problems 
quite different from those of hia merchandising activities, foi retail merchan- 
dising and real-estate management are two distinct Imes of business. Ibid , 
p 11. 
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Rent Expbnsb in Retail Trade, 1936“ 
(Rant paid by tenants of leased piemises) 


Kmd of Business 

Per Cent 
to Sales 

All stores* — . . .... ... 

S 9 

Candy and confectionery 

8,7 

Shoe stores .... 

, 7 5 

Restaurants, cafeterias. . 

6.8 

Drinkmg places 

6 8 

Jewelry stores 

, 6 6 

Variety, 5-and-lO, etc 

6 6 

Women’s specialty stores 

6 2 

Men’s clothmg and furmshinga. . 

6.0 

Drugstores . 

5 3 

Ffiling stations 

5 0 

Dry goods and general merchandise 

4 6 ■ 

Family clothmg stores 

4,6 

Furmture stores 

4 5 

Hardwaie stores” 

4 2 

Automobile accessories, tue, and batteiy 

. 3 9 

Meat markets 

3 6 

Household appliance and radio 

3 4 

Department stores 

. S 0 

Groceries (without meats) . . 

2 8 

Beer and liquor stores (packaged) 

2 5 

Combination (grocoiies and meats) 

2 3 

Fuel and loe dealers 

1 6 

Lumber, building material 

1 6 

General stores . . 

1 6 

Motor-vehicle dealers (new) 

. 1,2 


« Adapted from Table B, Retail Operating Expense, p 16» a special report of the B-etail 
Division of the 1936 Cenaua of Business 

Includes all kinds of business, not just the selected ones shown here 
cDooa not include those stoics olasaiiied as “hardware and farm-implement dealers ” 
That classihoation showed a rental cost of 1*6 per cent of sales 

tion is ordinarily designed to include not ]iist rent paid to a 
landlord by a tenant but also the real-estate expenses of the 
retailer who owns his property. Thus the item shown, as rent 
expense usually is made up of rent actually paid to a landlord 
by some stores in the trade and real-estate costs such as taxes, 
insurance, depreciation, and interest on the real estate in the 
case of those retailers owning their property.^ The purpose of 
this handling of the rental-expense classification is to get as 
great a degree of comparability as possible between the figures 

1 The “rentals” expense in the standardized expense classification of the 
Controllers' Congress is an important exception. See p. 310. 
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for retailers owning their building and the figures for those 
operating as tenants. ^ 

In recent years, there has been a marked development of the 
practice of leasing store property with the rental expressed as a 
percentage of sales rather than as a fixed amount in dollars. 
TMs is largely a result of the retail rental situation caused by the 
severe business depression of the early 1930’s. 

The almost universal practice prior to the 1930's was for 
merchants in leasing property for their retailing operations to 
lease the property for a number of years at a fixed rental per 
year With the store building leased at a fixed rental for a 
number of years, the rent expense becomes a fixed cost that can- 
not be budgeted in the light of busmess conditions So long 
as business conditions are good and a store’s sales volume is 
increasing, the fixed rental charge is a benefit to the store in that 
the fixed amount becomes a smaller and smaller percentage of 
the sales of the store; however, during the business depression 
the fixed rental charge became more and more of a burden as the 
volume of sales of the stores dechned. The seriousness of the 
situation can be seen from the fact that several of the chain-store 
organizations went so far as to resort to receivership to bring 
rents down.* 

From the standpoint of the store a percentage-of-sales leasing 
arrangement means that the rental charge is kept in line with 
the sales, which constitute the income of the store. By this 
arrangement the lessor of the property benefits in proportion 
to the gross income of the property as measured by the sales 
volume of the store. Many landlords object to the idea of 
percentage leases to mercantile enterprises, claiming that the 
value of the location should not be depreciated by the mercantile 
faults of the tenant In other words, they feel that a low sales 
volume which is due primarily to poor merchandising on the part 

* lu tbe Dun & Bradatrect Survey of Retail Operating Costs covering the 
year 1939, the rental cost item was termed occupancy expense and was 
defined to include “rent, heat, light, and building service — as reported by 
tenants; property taxes, property insurance, depreciation, repairs, mortgage 
interest, heat, light, and building service — ^as reported by owners.’’ Thus, 
occupancy expense was much more inclusive than, rent expense in the sense 
of the amount paid to a landlord. See Mitchell, op cit., p 11. 

‘Long-term leases at a fixed rental per year were common among chain- 
store organizations. 
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of the store rather than to the poor location of the property 
unjustly lowers their income from the property. This objection 
on the part of the landlord probably accounts for the inclusion of 
a minimum guaranteed rental provision in most of the percentage 
rental contracts. 

There is considerable chance for differences of opinion and 
serious disputes between the landlord and tenant in connection 
with a percentage-leasing agreement. This means that if a 
percentage lease is to be successful there must be fair -play 
on the part of both the landlord and the tenant. 

One of the important questions to be answered when a per- 
centage lease is to be used is what percentage of sales should be 
chosen as the rental percentage. It is possible ordinarily to 
get suggestions as to percentage rates from such sources as 
executives of city real-estate boards and other retailers Obvi- 
ously, however, the question of the exact rental percentage 
is one that must be answered by the landlord and tenant in 
each individual case The location of the store, the probable 
sales volume of the business, the type or character of the merchan- 
dising operation, as well as other factors, should be carefully 
considered in the determination of the rental percentage. 

Insurance. — This expense item is of such a nature that it 
merits special attention. Insurance has this peculiarity: the 
real importance and necessity of it is seldom fully appreciated 
until it is too late. After the store has been damaged by fire, 
the plate-glass windows broken by an unknown passer-by, or 
a customer seriously hurt in an elevator or on an escalator in the 
store, then the merchant wishes that he had had adequate 
insurance coverage. The progressive merchant realizes that 
before any insurable losses occur he must study his insurance 
needs to see wherein he can protect liimself against future losses. 

It is important that a store select a thoroughly competent 
insurance broker to represent the store in planning its insurance, 
picking out the companies with which to insure, and otherwise 
acting as insm-ance counsel for the store. In the large store 
the handling of the insurance problem is generally the responsi- 
bility of the controller. In the small store, also, the responsibil- 
ity for the store’s insurance program should be one person’s. In 
this way, there will be no failure to insure because of a shifting 
of the responsibility. The designated person should see that 
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all insurance policies and necessary proof, such as the most 
recent inventory figures, are in some safe place, preferably one 
away from the store. 

The insurance companies chosen should be thoroughly reliable 
ones. The merchant has chosen them to help him in the time 
of his need. They are worse than useless if they cannot in 
this crisis live up to their agreement expressed in the insurance 
policy. A company’s net assets, its past record of claim pay- 
ments, and its general reputation will give the merchant a basis 
for judging its rehabihty. 

The insurance policy itself should be carefully read, for it 
is the contract between the store and the insurance company. 
It IS especially important that the merchant clearly understand 
each provision in the policy, because it is the actual meaning 
of a provision that governs the two contracting parties rather 
than what the merchant thinks the particular provision means. 

It should be seen that all property to be covered by the policy 
and the owners of the property are correctly described and named 
and that the same description and names are given in the different 
parts of the policy, this is to prevent a chance of disagreement 
later as to which statement is the binding one. 

Forms of Insurance , — If insurance is to fulfill adequately its 
function of protection, the store will find a need for a variety of 
types of insurance coverage. Although no attempt will be made 
here to cover all the various types of msiirance that a store might 
carry, some of the more important forms of coverage will be 
discussed briefly ‘ 

Fire insurance is one of the most important forms of coverage. 
Because of the large amount of money tied up in buildings, stock, 
and fixtures, a retailer cannot afford to take the chance of an 
unprotected loss, for a fire could quickly wipe out his entire 
investment A merchant should be thoroughly conversant with 
the conditions and provisions stated in the fire-insurance policy 
both in order to make sure that he is doing nothing to invalidate 
the polioy and that he has adequately covered his possible loss.* 

1 For a more detailed discussion, see 0. Preston Eobmaon and Norns B. 
dnsco, Retail Store Organization and Mamgemmt, pp. 503-610, Prentice- 
Hall, Inc., 1938 

* Because insurance may not cover the full amount of the loss to the store, 
it is to the store's advantage to do all m its power to prevent a loss from 
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If the policy contains a coinsurance clause, as is ordinarily the 
case, it is important that the property be insured up to the 
required percentage of the total value, for otherwise the insurance 
company wUl not be required to pay the full amount of the loss 
apparently covered by the pohcy.^ 

There are various forms of liability insurance that may be 
necessary if the store is to have adequate coverage. If there 
are dehvery trucks or other automobiles used in the business, 
these should be covered by both personal and property liability 
to protect the store from damage claims due to any injury or 
death caused by the store’s automobiles or damage to others’ 
property caused by these cars.^ Where there are elevators and 
escalators, a store should protect itself by insurance against 
loss due to accidents suffered by customers from these sources. 
General-hability insurance will protect the store against claims 
resultmg from injuries to pei-sons while on store property that 
involve negligence on the part of the store.® 

Employers’ liability and workmen’s compensation laws are 
now in effect in 47 states; thus, workmen’s compensation insur- 
ance should be considered a basic form of coverage for practically 
all stores In some states, workmen’s compensation insurance 
is compulsory 

Use and occupancy insurance covers the losses over a period 
of time a building is unfit for use because of a fire. It protects 
the store against the loss of earnings exactly as fire insurance 
protects against property loss. It also covers the losses arising 
from certain fixed charges and expenses that continue even 
though the store is not operating. 

The four above types of insurance coverage, including (1) fire 
(on buildings, fixtures, stock), (2) liability (public, elevator, and 
automobile), (3) workmen’s compensation, and (4) use and 
occupancy, may be considered as basic for most stores; they 


ocourriag. The prevention of losses also helps lower the rate charged by the 
insurance companies. 

' Por examples of the operation of the coinsuranoe clause, see Robinson 
and Brisco, op. oit , pp. 604r-506. 

* Fire, theft, and collision insurance may also be earned on ah the store's 
dehvery cars and other automobiles or trucks. 

* See “Handling of Public Liability Claims Demands Uniform Policy,” 
Women's Wear Daily, Feb. 3, 1941, p. 27 
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must be carried if a store is to avoid tbe danger of heavy financial 
losses. In addition to these more basic coverages, there are 
many other forms that may be highly desirable and even essential 
under certain circumstances and for some stores. Among these 
are such forms of coverage as transit, boiler explosion, sprinkler 
leakage, plate glass, robbery and burglary, fidelity bonds, and 
weather insurance. 

Transit insurance is to protect the store against loss or damage 
of goods in transit. Settlement of claims is much quicker than 
if the store has to file a claim at the post office, with the express 
company, or with the railroad company. 

Steam-boiler insurance covers losses due to an explosion of the 
steam boilers. Sprinlder-l'eakage insurance is to protect against 
loss from the damage caused by the accidental operation of the 
fire-sprinkler system of the store Plate-glass insurance is to 
provide for the replacement of broken plate glass in the store. 

Robbery insurance can be secured to protect the store against 
losses by robbery either of store employees within the store and 
its warehouses or of the store’s messengers when away from the 
store with the store’s property. Burglary insurance protects 
the store against losses resulting from the forcible or illegal 
entry into the store building to steal. Many stores bond their 
own employees to protect the store against any dishonesty on 
the part of the employees. 

Weather insurance is now used by a number of stores when 
they are having special sales events; this is to protect the store 
from loss of sales because of inclement weather. If there is a 
certain amount of precipitation or snowfall between specified 
trading hours, the insurance must be paid to the store. Many 
or all of the types of insurance that have been described as well 
as other foims of coverage may make up the insurance item in an 
expense budget. 
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SALES PROMOTION 

What Is Sales Promotion? — ^The term sales promotion is used in 
different senses. As used by some, it refers to anything that 
promotes or tends to increase the store’s sales volume; this 
includes a wide range of activities. Everything from the proper 
pricing of merchandise to good credit practice would fall within 
the range of this definition, for these factors have a bearing on 
whether or not people will purchase and in what quantities. 

It is best for the merchant to think of sales promotion in this 
broad sense because it gives.him a bird’s-eye view of all the things 
that bear upon his sales volume Otherwise, he might forget 
some of these relationships and thus not have them in mind in 
his planning It is just as important for him to know that sales 
are being retarded by impolite salespeople, poor dehvery service, 
or grudgingly made adjustments as to know that poor buying is 
resulting in low sales. 

However, sales promotion is used in a narrower sense to mean 
the planning of special sales events and special shovdngs of mer- 
chandise. The need has been felt for some person in the store 
around whom sales planning might be organized. In the small 
store, all the sales-promotional activities in the broadest sense of 
the term are conducted by the merchant himself, but as the store 
grows in size, he must delegate more and more of these activities 
to others in the store. . He turns the advertising over to one 
employee, the credit activities to another, and so on-.- One of 
these activities is the planning and supervising of special sales 
events. This last type of activity is referred to as "sales promo- 
tion ” whether or not it is placed under a separate manager in the 
store’s organization. 

Some merchants may question the need of a separate person 
or department for this activity, saying that it would be a duplica- 
tion of effort because the store’s buyers and advertising men are 
capable of handling this sales-promotional work. In discussing 

337 
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the planning of a sale, it will be seen how the sale involves almost 
every part of a store. Getting all these different parts of the 
store to work in unison toward the success of the sale is facilitated 
by having one person responsible for coordinating the efforts 
of the rest. It is for this reason that the larger stores especially 
have what is known as the sales-promotion manager who is in 
charge of the sales-promotion work. 

Importance of Sales Promotion. — The income of the store is 
derived from the sale of the merchandise offered in the storej 
because of this, any actmties directed toward maiataining or 
increasing the sales volume are of primary importance. As 
pointed out in the discussion of the merchandise plan, the first 
element to be considered is sales, for the planned sales volume 
is of fundamental importance in the planning of the other ele- 
ments in the merchandise budget. The expense budget} like- 
wise, must be planned in line with the planned sales volume. 
An increase or decrease in the sales volume either directly or 
indirectly affects practically every part of the stoie organization 
Constant pressure is being brought to bear to increase the store’s 
volume of sales and the store's profits Whatever will help the 
store to increase its sales, keep its customers’ good will, and make 
a profit is within the province of sales promotion. 

Special Sales.- — One of the important duties of a sales promo- 
tion staff IS the supei'vision of special sales. Retail stores, 
especially department stores, use a great many “sales” in their 
efforts to increase sales volume The desirability of having 
special sales is questioned by some merchants who say that 
certain stores have “ saled ” into failure. By tins they mean that 
so much of the sales volume of these stores is the result of goods 
offered at reduced prices that the total gross margin obtained is 
not sufficient to cover expenses; therefore, the store I’eally is 
operating at a loss, which eventually leads to failure. 

Special sales may be divided into two general types (1) clear- 
ance sales, which are primarily for the purpose of disposmg of 
old and slow-selling merchandise; (2) stimulative sales, which 
are intended to stimulate sales during dull periods. At first 
thought the first type of sale might be considered as being duo 
to a store's merchandising mistakes, for otherwise it would not 
have old iperchandise on its hands that has to be moved. This 
is true to a certain extent; however, as was pointed out in the 
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discussion of slow-moving merchandise, there are causes for 
slow-selling merchandise that are entirely beyond the store’s 
control and thus cannot be considered as mistakes of the store 
Clearance sales include all sales held to clear out old merchandise, 
regardless of whether the old stock is due to store mistakes or to 
outside factois such as sudden style changes. 

The second kind of sale is that type held primarily to stimulate 
buymg during a dull season. The August fur sale is a notable 
example of this type. Furs are a highly seasonal aiticle, and 
as a result the fur department can expect business over only a 
short period of the year. Ali-the-year-round expenses of the 
department have to be met by the sales volume of this short 
period. If the selling period could be lengthened, this overhead 
expense could be borne more easily. 

Some enterprising buyer conceived the plan of offering a 
Special price inducement to get people to buy furs before the 
opening of the regular season. When he approached the manu- 
facturer, he found that the fur manufacturer was willing to give 
the store special price concessions because this early seUing 
helped lengthen the manufacturer’s season as well as the store’s 
By buying at a lower figure and selling on a slightly lower 
margin the store was enabled to offer furs at very attractive 
prices 

Ordinarily, people would have no interest in furs in August. 
The lower price, however, is an important appeal and is sufficient 
to cause people to anticipate their needs. Such preseason sales 
are fairly common with merchandise that has a seasonal appeal. 
The danger lies in the possibihty that the sales will interfere 
with the latei sale of merchandise at the regular markup When 
a store feels that such would be the result, it should curtail the 
use of preseason sales. 

An entirely different application of the preseason sale is to use 
it for sampling merchandise for the coming season. By this 
means the buyer is given a guide as to what should be bought in 
quantity for the main part of the season. 

Some forms of postseason sales might be classed as stimulative 
sales rather than clearance sales As the season passes its 
height, the manufacturer may have an oversupply which the store 
can buy at atti active prices. Because some people are more 
interested in price than in getting iip-to-the minute merftiandiBe, 



340 


PBINCIPLES OF RETAILING 


they will be interested in such a postseason sale. As a rule, these 
sales will give the store a lower margin of profit than the preseason 
sales. 

During a period of low sales a store may plan a special sale to 
stimulate business. Some of the merchandise may be specially 
purchased for this sale, but it is more likely that most of the 
offerings will be from regular stock. The sale is not so much an 
attempt to clear out merchandise as it is to stimulate selhng 
throughout the whole store. 

The marked difference of opinion among merchants as to the 
desirability of special sales is shown by the following arguments 
that are presented for and against special sales;^ 

Advantages of special solos 

], Offer an effective method of moving late-seaaoiial, damaged, and 
broken-lot merchandise 

2 Increase sales volume during slack seasons 

3 Attiaot to the store potential customers who may become regular 

customers. 

4 Afford an opportunity to offer to customers unusual values due to 

buying advantages and market connections 

5 Focus attention of the public upon the store. 

6. Act as a stimulant to buyers and salespeople 

7 Afford an opportumty to sell to customers attracted to a special 

sale m one section or department regular-priced merchandise m 
other departments. 

8 Provide an effective method of introducing style and seasonal 

merchandise. 

Disadvantages of special sales 

1 Effect on store service and buying habits 
a Educate people to defer purchasing. 

6. Lower the standard of store sorvioc because of additional work 
such as rearrangement of stock, fillmg in stock, pricing, etc , 
which is necessary before and after a sale. 

c. Lower the grade of sales service because of the necessity of 

employing extia salespeople. 

d. Destroy the confidence of the customei in regular prices 

e Create ill wiU and dissatisfaction of regular customers who just 
before the sale paid the regular puce or who were inooaveni- 
enced by the shopping crowd. 

f. Cause too much emphasis to be placed upon piice. 

g. Promote shoppmg on the part of customers. 

1 Alspaugh, RaTjPh B , Consumeis’ Reactions to Special Sales in Columbus 
Departme'^ Stores, pp. 88-89, Bufeau of Business Research, The Ohio State 
Umversit* 
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2. Effect on merohandising and operating problems 

0. Increase volume but decrease profit. 

&. Decrease volume immediately before and after sales 
c. Cause ill-balanced stocks — an excessive amount of broken 
assortment and odd-and-end merchandise. 
d . Hinder the sale of staple, regular-pnoed merchandise 
e. May prompt the buymg staff to spend too much time scouring 
the market for sales merchandise instead of searching for 
goods to be sold at regular markup 
/. Hamper the efficiency of the regular sales force because of 
overtime work, difficulty of handhng shopping crowds, and 
supervision of extra salespeople 

g. Prompt exaggeration, irrespective of honest intentions, of 

claims as to quality, quantities, buymg advantages, and 
price comparisons. 

h. Attract a different class of customers than those to whom the 

store is regularly appealing. 

1. Pail, m moat cases, to realize any advantage because of the 

attempt on the part of competitors to meet special prices. 

Probably a majority of all merchants would agree that special 
sales, when properly carried out, have a place in the selling 
program of a store. Most of the more serious disadvantages of 
special sales, and consequently the real objections on the part 
of merchants, arise from the misuse of special sales, especially 
from too many sales or improper merchandising methods in the 
individual special selling events. 

When a store has a great many special sales, there is the tend- 
ency to overstate the announcement of these sales and so cause 
people to be disappointed with what they find in the store as 
compared with what the advertisements have said. A sale is 
supposed to be unusual. When a store has a large number 
of sales, it is hard to make each one appear unusually attractive 
and still stay within the bounds of absolute truth. As a result 
of being disappointed in some sales that a store has conducted, 
the public becomes skeptical of all its offerings. This means that 
future sales have less and less pulling power. There may be a 
fool born every minute, but the public as a whole cannot be 
fooled successfully all the time. 

Another danger in the use of special sales is that they will 
interfere with the sale of regular merchandise at regular prices. 
The public may develop the habit of postponing purchases until 
“sale” time so that it will benefit Ijy lowar prices; furniture 



342 


PEINCIPLES OP RETAILING 


purchases often are mentioned as an example of this. Some 
merchants feel that furniture sales have become such an institu- 
tion that a considerable part of the public postpones its pur- 
chases until the “semiannual furniture sale.”^ To the extent 
that emphasis on special sales actually results in customers’ 
deferring purchases until “sale” times, this emphasis is detri- 
mental to the store’s profits. It is not an easy thing to get the 
public out of this habit of thinking in terms of special sales 
and into the habit of thinking of quality, style, and design 
rather than price 

Largely because of the frequent misuse in various ways of 
special sales, with the resultant diminished appeal of the sales 
to customers, the trend was away from special sales in the period 
leading up to the depression of the 1930’s.* Many of the better 
class stores were tending to place less emphasis upon them. Dur- 
ing the period of the depression, however, there was a marked 
movement in the other direction; stores tended to resort more 
frequently to special sales as a promotional device. This 
increase m the number of special sales caused by the declining 
price levels and the necessary readjustments in many stores 
during the depression years probably in many instances lowered 
the consumer’s opinion of special sales 

The misuse of special sales has in some states and cities resulted 
in state or municipal regulation.® Sixteen states have laws 
regulating going-out-of-business sales. For example, one state 
started regulation of closing-out sales with the passage of a law 
providing that closing-out sales cannot be conducted at retail 
without a license. 

In view of the comparatively small amoimt of faith in special 
sales on the part of many consumers, it is especially important 
that a store properly merchandise its special sales to the prospec- 

1 In the study by Alspaugh, itdd., it was shown that 12 per cent of the 
women interviewed deferred the purchase of furniture until the announce- 
ment of a sale. This percentage was much smaller than that for any of the 
other four selected items; (1) women’s afternoon dresses, (2) men's under- 
wear, shirts, and ties; (3) hosiery; (4) cosmetics. For more detailed infor- 
mation, see pp. 61-71 of the study. 

® Other factors also may have affected this tendency to get away from 
special sales, for example, the relatively smaller emphasis on price durmg 
those years probably was one factor 

‘ The scope of such regulation in a number of Ohio cities is described in 
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tive customers of the store. From the standpoint of most cus- 
tomers, a special sale is just as dependable as the store conducting 
the sale; this means that a store of good standing can make 
effective use of special sales if they are properly presented to 
the customers and properly conducted 

Special Sales aiid Store’s General Sales Policy — In considering 
the advisabihty of a special sale, one of the first questions to 
be answered is, “Does this sale harmonize with the store’s general 
seUing policy?” If the store is emphasizing style and exclusive- 
ness, it caimot afford to have many special sales, because frequent 
sales are not in accord with an appeal of quality and exclusive- 
ness ^ On the other hand, if the pohcy of the store is to increase 
volume steadily and to place considerable emphasis on price, 
special sales will be much more suitable as a part of the store’s 
sales-promotional activities 

The store must also consider the type of people who will be 
attracted by the planned sale. If they are a different type from 
the regular customers of the store, wiU that fact lower the 
standing of the store in the eyes of its regular customers? If 
the store prides itself on the courtesy and efficiency of its sales 
force, it must make sure that, if the force has to be enlarged for 
the special sale, it can get the right type of employee so that the 
store’s reputation for courteous and efficient salesmanship will 
not be lessened. 

Store-wide vs. Departmental or Sectional Sales. — Special sales 
may be classified according to their extent as (1) store-wide sales, 
(2) departmental sales, and (3) sectional sales. A store-wide 
sale is one that includes the offerings of departments through- 
out the entire store. A sectional sale differs from a departmental 
sale in that it is a sale of offerings from a group of departments; 
for example, a sale in the departments on one floor would be a 
sectional sale. 

The store-wide sale has the advantage of bigness, a feature 
that always seems to have an appeal, and draws a large number 
of people into the store for that reason alone. The tendency. 


" 'Going Out of Business’ Sales Face Tougher Going,” Women’s Wear Daily, 
Feb. 11, 1941, p, 3. 

1 An exclusive New York shoe store has a mezzanine floor devoted to the 
sale of broken sizes and slow-moving stock, thus trymg to do away with 
the need for semiannual sales. 
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however, is to curtail the use of the store-wide special sale because 
of the many disadvantages arising out of its use. Because of 
its very size, it is harder to plan and conduct in such a way that 
all things will run smoothly than a departmental or sectional 
sale would be The great amount of detail involved means the 
risk of some things’ being left undone that should have been 
cared for and of other things’ being done poorly. This means 
difficulty for the store’s personnel and the loss of good will on 
the part of the customers of the store. A Cleveland adjuster 
has made the statement that store-wide sales produce an increase 
of 300 per cent in complaints. 

Although the advertising of such a sale attracts attention 
because of its volume, this same factor of size tends to dwarf 
the importance of any one offering in the advertising. The 
merchandise of one department or several related departments, 
if standing alone in an advertisement, would have the reader’s full 
attention; but when it appears as only a small part of a large 
advertisement, it is either entirely lost to the attention or gets 
only a fleeting glance. 

With such a sale, it is necessary to employ extra help. Being 
only part-time help, extra salespersons cannot be expected 
to be so efficient or so thoroughly “sold” on the store’s ideals and 
policies as is the regular staff However, they meet the customer 
as the representative of the store; therefore, the mistakes they 
make and the lack of service to customers results in the loss 
of good will, for the public does not make allowance for the 
unusual conditions under which the store is operating at the 
time. 

Because of the crowds attracted to the store, shopping becomes 
difficult It is possible to attract too many people into the store 
If people have difficulty in getting through the aisles, in getting 
up to counters, and in being waited on, if they have a long wait 
for overcrowded elevators and suffer other like inconveniences, 
it is easy to see why the shopping trip through the store will be 
considered anything but a pleasure. With such large crowds 
handlmg the merchandise, it is harder to prevent shoplifting A 
greater volume of damaged and shopworn merchandise will result 
because of the inability of the salespeople to care for the goods. 

After a big store-wide sale is over, there frequently comes 
a letdown The whole store has been geared to a high speed ; and 
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because the necessity for this has passed, the tendency is to relax 
too much 

Because of the disadvantages attendant on a store-wide sale, 
a great many stores are lessening the number of such sales 
Those they do have are planned and conducted m such a way as 
to lessen as many as possible of these evils ’• 

Special Types of Sale — The Anniversary or Birthday Sale is a 
common store-wide sale Just why a birthday should be an 
occasion for a sale may not be apparent at first. However, a 
birthday or an anniveisary is a time for celebration; therefoie, 
the store puts on a sale so that its customers may through the 
purchase of these special offermgs celebrate with it. Marshall 
Field and Company in celebrating its seventy-fifth anniveisary 
told the story of the growth of the city and store through those 
years. It told of the principles that had governed it since its 
beginning, of the services it had rendered in the past, and of some 
of those it was then offering. Its whole story was of an institu- 
tional nature rather than being the description of any specific 
merchandise or the featuring of price This not only was in 
accord with the store’s general sales policy but in addition gave it 
an appropriate opportunity to make of the store a civic, if not a 
national, institution. 

Where a store is old, as evidence of its present worth it usually 
emphasizes the length of time over which it has been rendering 
the retail service to the community. "Buy in the same store 
that your parents and your grandparents have patronized" 
IS the idea If the store is young, it usually tells of its rapid 
growth and of the quick and enthusiastic reception of the store’s 
policies by the public. Any type of store can develop in its own 
way the anniversary or birthday theme for a sale. 

A dollar day is used by many stores to stimulate buying 
Merchandise in various departments is especially priced at $1 
for the day. Some of this merchandise may be purchased just 
for this sale; other offerings are made up of regular merchandise 
marked down. 

The 1-cont sale is used frequently by drugstores. By paying 
1 cent more than the price of one article the customer can get 

^ The Sales Promotion Division of the N R D G A passed a resolution 
that the store-wide sale "method of stimulating business is not conducive 
to the best interests of either the pubho or the store.” 
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two units of that article. WTiere the regular price is 20 cents, 
the customer can buy two for 21 cents. This privilege will 
apply only to those articles which the store may designate. 
Naturally, these will be articles that carry a high markup so that 
the loss involved will be as small as possible. Such ai tides are 
used to attract people into the store, the profit being made on 
the sale of other merchandise to these people. 

One store has at intervals a George Washington sale for the 
disposal of slow-moving merchandise. At this time the absolute 
truth about the articles is told in plain fashion For example: 
“Nobody wanted this davenport at $145. WiU it appeal to 
you at $79?” 

Remnant and odd-lot sales are frequently held by department 
and dr 3 ''-goods stores to clear their stock of these articles. White 
sales held by these stores feature linens, yard goods, underwear, 
and similar articles. 

Combination sales have been held by certain stores Various 
articles are grouped together and sold as a lot at one price One 
offering was three $1.50 shirts, three $1 neckties, three 25-cent 
handkerchiefs, totaling $8.25, for $7, or a saving of $1 26. This 
reduction was no greater than the markdown would have been 
on the items sold individually, but at the same time the combina- 
tion method resulted in a much larger amount per sale. 

As a merchant lists the various events, hohdays, and special 
dates in a year, he will see that a large number of them offer him 
an opportunity for special sales promotion. A partial list would 
include 


St. Valentine’s Day 
St Patrick’s Day 
Easter 

Automobile show 
Baby week 
Child-health day 
Garden week 
Straw-hat day 
Mother’s Day 
June graduation 
Father’s Day 


June weddings 
Vacation season 
Fourth of July 
Home-fumishing week 
Canned-goods week 
Labor Day 
School opening 
Parmer’s fall festival 
Halloween 
Thanksgiving 
Christmas 


Around certain of these events the store develops some appro- 
priate special selling effort. The type of merchandise offered, 
the advertising, and the display all can be centered in the partje- 
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ular event that supplies the theme for the sales-promotional 
effort 1 

Special Promotional Periods. — ^The spring opening, the fall 
opening, and the Christmas season are three of the important 
promotional periods of the year. The two openings are used to 
stimulate interest in the new style merchandise.^ The selling 
emphasis is on style and exclusiveness rather than price; thus, 
these openings are different from special sales The merchandise 
as a rule is bearing the highest markup of the season, because the 
people buying at the opening are willing to pay for the style 
distinctiveness of the goods — an attitude that is not found 
among those busdng at special sales later in the season. 

The store will spend a great deal of effort in directing people’s 
attention to the style element of the new merchandise. Special 
effort will be used in planning and building the window displays 
and interior displays so as to center the customers' minds on the 
beauty and style of the goods. The advertising will be planned 
with this same thought in mind. In addition to all the above- 
mentioned efforts, the store or department may have a style show. 
This type of sales promotion is, of course, most commonly used 
in the sale of women’s wear. The show, or review, usually is 
held in the store itself (although some outside place, such as a 
theater, may be used), and the new styles are shown on livmg 
models. The store’s prospective customers are invited to attend 
the style show and see what the coming season has to offer as 
shown by the clothmg worn by the living models. 

As a result of the store’s emphasis on the style element, 
when the customer looks at the merchandise in the store, she, too, 
is thinkmg first of beauty, style, and distmctiveness rather than 
of price. She is willing to pay a higher price to get the mer- 
chandise that has greater beauty and the latest style. 

The Christmas season is, for many stores, the penod of 
heaviest selhng. Tor the store, it is the culmination of a long 

1 For an interesting list and brief explanation of a number of unusual 
sales events, see Urmsual Sales Events for Retailers, pamphlet published by 
the Policyholders Service Bureau, Metiopohtan Life Insurance Company 

® The idea of spiing or fall opening oidinanly is not thought of as applying 
to grocery stores. However, a certam Southern grocery with annual sales 
of over $1,000,000 stages each year a formal fall opemng Manufacturers 
, supply samples or regular merchandise for free distribution to the visitors 
on the day of the opemng 
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period of buying and planning for the Christmas trade. For 
several years the attempt has been made to lengthen the Christ- 
mas buying season by teaching people to “do your Christmas 
shopping early.” To the extent that this attempt has been 
successful, it has helped the store and the customers as well by 
lessening the nerve-racking rush of the last few days before 
the close of the Christmas season. By spreading the Christmas 
buying over a longer period the customer can do her buying under 
more favorable conditions and the store can better control all 
its activities 

In order to encourage early Chnstmas shopping the store 
plans its Christmas campaign with that idea in mind. It sets a 
date on which, in the advertising or other promotional efforts of 
some departments, mention will be made of the approach of 
Christmas This starts people to thinking of their Christmas 
shopping The date is then set for the formal Christmas opening, 
the time when the store will put its whole emphasis behind 
the Christmas selling. The advertising, window displays, and 
interior displays all emphasize the holiday theme and do their 
part in getting the customers into the holiday buying spirit. 

Planning the Sales Promotion. — The sales-promotional plan- 
ning might be divided into two parts: (1) the season’s plan; 
(2) the planning of each sales event. The season’s plan calls for 
a sales-promotional calendar As the merchant looks over the 
commg season, he can enumerate any number of events that 
might be incorporated into the store’s sales program ^ These 
possible special selling periods or events range from the Christmas 
season to the opening baseball game A number of these events 
have already been mentioned. Those events chosen as the 
basis of special sales-promotional efforts then are arranged in 
chronological order, showing the beginning and the closing date 
of each event if it lasts over a day. After this is done, the 
merchant can see how well balanced his sales calendar looks 
There will be some periods of time when, because of lack of selling 
events, there will bo a dull period. This offers an opening for 
some specially devised sales event. 

1 L. S. Ayres & Oo., Indianapolis, tied up their sales promotion with the 
automobile show in the city by their promotion of "New Model Cars for 
Baby, Too 1” Their advcrtismg earned out the show idea by picturing a 
new line of baby carnages bemg inspected by babies. 
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A merchant will try to spread his sales events as evenly 
throughout the year as conditions will permit; this will allow 
him to use his personnel and equipment at as near full capacity 
at all times as possible. 

When this sales calendar is completed, it will show a sales- 
promotional event of some nature planned for almost every day 
of the season. This sales-promotional calendar, as is true of all 
the store’s planning, will be adjusted somewhat as the season 
advances Some events will occur that were not foreseen. 
The sales records of the store or department may show a need 
of stimulating sales Some special sales event must then be 
planned to care for the situation that has arisen 

Each special sales event that is included on the sales-pro- 
motional calendar calls for caieful planning before the date of 
that event. The need for this is apparent when it is remembered 
that all parts of the store may be concerned in the sale 

In some cases the store may start eight weeks before the event 
to plan for it. One store has the following promotional schedule 
for important sales events. 

1. Bight weeks in advance — scout major trends 

2. Seven weeks in advance — outline major themes 

3. Five weeks in advance — ^promotion plan outlined 

4 Four weeks m advance — final and revised promotion plan 
Execution and Follow-through 
Schedules 

1 Newspaper — days, papers, amount of space 

2 Radio — days, time, stations, program 

3 Auditorium shows for public 

4 Window displays 

6. Interior displays 

a. Large trims, counter displays 

b. Case turns, post trims 

c. Elevator cards 

6. Free publicity — news atones (angles) 

7. Salespeople — ^meetings, “shows,” informative material 

All the parts of the store must work in harmony toward a 
common goal — the success of the sale. As one merchant has 
said, “A sale will be successful in proportion to the care which is 
exercised in getting ready for it, and carrying it through.”^ 
There are six questions that should be carefully considered and 
to which answers should be provided for in advance. 

* UnUiiml Saliva Events fi)r BeUnl&-a, op. cit., p. 3. 
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1. Is the Merchandise Satisfactory? — ^The store must be certain 
that the merchandise advertised for the sale is on the selling floor 
when the sale opens and is as described in the advertisement. 
Some stores refuse to let an advertisement be approved until the 
merchandise is ready for sale; this is to protect the store against 
the loss of customer good will because of any failure to have on 
sale merchandise advertised for sale Suppose a buyer thinks 
the merchandise will be ready for sale and so approves the 
advertisement, but the merchandise actually does not go on sale; 
as a result the people .who have been brought into the store by 
the advertisement will be disappointed and will lose faith in the 
store’s word. A mistake of this kind means a loss of good will. 
The merchandise must not conflict with the store’s standards. 
It must also correspond in aU details with the description given 
in the store’s publicity 

2. Will It Be Necessary to Add to the Selling Space? — When 
a department is having a special sale, it is altogether possible that 
it may need more space in which to display and sell its mer- 
chandise. It has bought an extra quantity of merchandise and 
expects an extra-large number of shoppers; thus, it may need 
more space for display and soiling purposes. Arrangements 
must be made to provide the department with the needed space 
in time for it to get its merchandise arranged there for the 
opening of the sale. 

3. What Advertising Is Necessary? — The public must bo given 
information concerning this sale; therefore, the services of the 
advertising department will be sought. It must bo determined 
how much will be spent on advertising tliis sale. Expected sales 
will be a prominent factor in arriving at this amount When 
should the advertising appear, to be of the greatest value? Will 
the advertising consist only of newspaper advertising or will 
there be some direct-mail advertising and other special forms? 
What reasons wdl be given in the advertising matter for holdmg 
this sale? The public is curious and wants a satisfactory reason 
given by the store for putting on such a sale. This reason may 
be a special purchase by the store, a clearing out of seasonable 
stock, or a showing of new merchandise. 

4. What Window and Interior Displays Will Be Used? — The 
buyer will want to tell his story through the store’s windows as 
well as through its advertising; therefore, he .will request a certain, 
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amount of time for this merchandise in some of the store windows 
The amount of use that he will get of these windows depends 
largely on the emphasis the store as a whole places on this sale. 
He may be prevented from using any of the windows, or the more 
valuable windows, because such use is against the store’s 
policy. The store may not want to display “sale” merchan- 
dise in its windows It may, also, prefer not to display the 
merchandise of certain departments, kitchenware, for instance, 
because it feels thht this would detract from the store’s style 
prestige 

When the buyer is allotted so much time and space for window 
display, the merchandise to be displayed must be selected and 
ready to go into the window at the proper time Some displays 
within the store may be provided either to display the mer- 
chandise or to create atmosphere for the sale 

5. Must Extra Help Be Provided ? — Just the fact that a depart- 
ment expects extra sales does not in itself mean that a larger 
sales force will be necessary, for it is seldom that the regular sales 
force is working to full capacity. However, m many instances, 
if any appreciable increase in sales is expected, it will be necessary 
to add to the salesforce. At times, this extra help can be drawn 
from other departments. At other times, it must be hired 
temporarily for the sale. The personnel department should be 
told what need there will be for extra salespeople in plenty of 
time for it to make any necessary arrangements. 

6 Will Extra Equipment Be Needed ? — There may be a need for 
extra cash registers, counters, and other equipment. These 
needs must be foreseen and provided for in sufficient time so that 
everything will be in order by the time the sale opens. 

Basement Stores. — The basement store originally was devel- 
oped as an outlet for the old and slow-selling goods of the main 
store. In short the bargain basement was a veritable junk shop 
where cheap, old, soiled, and antiquated merchandise from the 
main store was disposed of at the best possible price in the 
shortest time. This type of bargain basement probably evolved 
naturally from the- use of aisle tables to clear out merchandise 
unsalable m the regular departments. The success of these 
bargain aisle tables probably led to the devoting of the basement 
floor entirely to the sale of “ bargain ” merchandise. By segregat- 
ing such merchandise in the basement, more effort could be 
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expended in selling it; there would also be the advantage of having 
it physically separated from the regular merchandise. 

The trend today is away from the basement store as an outlet 
for the discarded merchandise of the main store and toward the 
development of the bargain basement as a separate merchandising 
institution with its own orgamzation and staff of buyers. These 
modern basement stores, merchandised separately from the main 
store, can be divided into two main types according to the general 
type of merchandise cariied: (1) the basement store that handles 
job-lot merchandise; (2) the type that sells new merchandise in 
regular lines to a lower class of trade than the main store has 
been reaching 

The mam advantage of the job-lot type of basement store is 
that it gives opportunity for big special sales and big selling 
days. However, there are many factors that make this type 
of basement store unsatisfactory, such as the large markdowns 
often necessary because of bad assortments in the job lots, the 
difiiculty that a customer, who has once been satisfied with a 
purchase of job-lot merchandise, has m getting the same thing 
later, and the difficulty of obtaining good job lots when wanted 
These disadvantages have increased the tendency toward regular 
lines for basement stores 

Most basement stores either have developed or are tending to 
develop regular lines of goods. The chief difference between 
this second type of basement store and an upstairs store is 
in the price lines carried. The plan oidmarily is not to carry 
cheap merchandise in the basement, but rather simply mer- 
chandise in lower price lines*; this enables the store to secure the 
patronage of a wider clientele.® Such basements try not only to 
be price-right but fashion-right as well 

In the operation of the basement store, it is very important 
that the sales in the basement interfere as little as possible with 
the sale of the merchandise in the main store. Some stores have 
a separate street entrance for the basement store with little or no 
direct connection with the main floor; people who patronize the 

* Strictly speaking, tkis type of basement store is not a "bargain” base- 
ment, but rather a downstairs or basement store catering to a somewhat 
lower class of trade. 

> The Marshall Field and Company basement store is an outstanding 
example of this second type. 
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basement store are thus prevented from adding to the congestion 
on the mam floor. An arrangement of this kind is especially 
likely to be desirable when the basement store is appealing to an 
entirely different class of trade. 

The store must also guard against a conflict of offerings in 
merchandise between the main store and the basement store. If 
a customer visits both parts of the store and sees the same 
merchandise sold at two different prices, she is inclined to think 
that the upstairs price has been boosted unnecessarily. During 
the depression years, with the general decline in prices, there was 
a distinct tendency for upstairs prices to overlap and encroach 
upon the basement prices. One New York department store, 
because of the duplication of price lines brought about by the 
general decline in prices, closed out its bargam basement and 
relocated its departments so as to concentrate on the lines most 
in popular demand. 

The success of a basement store depends to a large extent upon 
a high rate of stock turnover. Because the percentage of profit 
on the merchandise is not high, there must be a high turnover. 
One interesting method of insuring a rapid turnover of the 
goods is the automatic reduction plan used by the basement 
store of the Wm. Filene’s Sons Co in Boston. The plan operates 
as follows The merchandise is offered at the original price for 
for the first 12 selling days. At the end of that period, any 
remaining units of merchandise are marked down 25 per cent 
of the original price. After 18 selling days, any remaimng items 
are marked down 50 per cent from the original price, and at the 
end of 24 selling days a markdown of 76 per cent is taken Any 
of the merchandise that is in stock at the end of 30 selling days 
is given away. By this system a minimum turnover of merchan- 
dise once in 30 selling days is insured. Because the first reduction 
eliminates all expected profit, the basement buyers must be 
continually alert to interpret the demands of the clientele so accu- 
rately that these automatic markdowns will not be necessary. 

Telephone Selling.® — Many stores during the past few years 
have been making greater use of telephone selling and have 
found it an effective means of sales promotion. 

^ I’iLKNE, Edward A , The Model Stock Plan, pp. 90-91. 

* Eor detailed discussion, see Norris A. Brisco, Telephone Selling, Prentice- 
H&U, Ino , 1940. 
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Telephone selling may be done in two different ways. Prob- 
ably the most common way is for the store to encourage its cus- 
tomers to call by telephone when they want merchandise. One 
common example of this method is found in the ordinary service 
grocery with its frequent deliveries of goods, most of which have 
been ordered by telephone. Some large department stores have 
extended their trade territory by paying the toll charges on 
telephone orders of customers in near-by towns. 

If the store desires to encourage the practice of having cus- 
tomers order by telephone, it must have enough telephones and 
trained operators so that the customer can get service when she 
calls. These operatois (usually girls if the store has to maintain 
a relatively large staff) must be famihar with the merchandise 
in the various departments The stoie should carefully consider 
whether or not the telephone service is worth while in view of 
the cost of the calls and the resulting delivery expense. The store 
must consider not only the volume of merchandise sold by tele- 
phone and the estimated profit on these sales, but also the good 
will that such a service builds This good will will bring these 
same telephone customers into the store where they will make 
other purchases. 

The other form of telephone selling is that in which the store 
calls up the customer to give her information concerning articles 
that the store has for sale. The call may be to tell her of the 
arrival of new merchandise or of some special sale that the store 
is having Where the store chooses this information wisely, 
the average customer appreciates such a service. The girls 
whom the store selects for such calling should have pleasant voices 
and be sufficiently famihar with the merchandise of the stoie so 
that they can quickly get any information that the customer 
may desire. 

The telephone message must be given in such a way that it 
seems to be a personal conversation If spoken in a mechanical, 
parrotlike manner, it loses much of its force Also, the method 
becomes ineffective if a customer is called too frequently The 
best time for making such calls is said to be from 9 :00 a.m. until 
after lunch time. The store itself is less busy at that time, and 
the customer is likely to be at home and to have time to receive 
the call. 

Outside Salesmen. — Many stores ha-ve successfully used out- 
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type of direct selling by a store is used particularly in the sale of 
articles that need demonstrating, such as vacuum cleaners, 
articles needing servicing, such as radios, or articles such as 
pianos, in the sale of which the store must help convince the 
prospective customer of her need for the merchandise. The 
increasmg importance of department stores as outlets for elec- 
trical merchandise during the past few years has brought about 
an increase m their use of outside salesmen. By the use of 
outside salesmen the selling campaign is carried into the cus- 
tomer’s home where frequently she can be shown the product as 
she would actually use it. This demonstration of the product m 
use makes it seem more real to her and helps intensify the 
reahzation of her need 

In the case of some stores, these outside salesmen spend their 
full time at this form of seUing. However, more often they are 
regular employees who spend a pai’t of their lime selling outside 
the store; this time may be during the part of the day when fewer 
customers aie in the store or durmg slack seasons in selling 

A store may feel it desirable to send these salesmen from door 
to door through certain sections on the assumption that all 
the people seen are potential customers This assumption 
probably would be true for a hardware and implement store 
sending its salesmen through a country distiict. Wheie there 
is not a universal demand for the article, the store should choose 
prospects for its salesmen to call upon Such a list of prospects 
can be secured from inquiries concerning the article that people 
have made at the store. A satisfied customer will frequently 
tell of other people who should have the article. Salespeople 
should be encouraged to give the names of prospects. With 
such a list the store’s outside salesmen will make fewer calls on 
uninterested people. 

Many stores prepare the way for their salesmen by sending the 
prospects, previous to the salesman’s call, some direct-mail mate- 
rial concerning the article. Stores in the smaller towns have used 
outside salesmen as part of their campaign against peddler houses 
and mail-order concerns. 

Personal-shopping Service. — Charge department stores have 
installed bureaus to render a personal-shopping service for their 
customers. This service will include the filling of orders received 
in customers’ communications. For example, a customer from 
another town or someone away on a vacation writes in to the 
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store, describing the article she wants. It is the job of the 
personal-shopping bureau to find the merchandise that will 
answer the customer's request. 

At time, customers in the store come to the bureau for help in 
selecting gifts and other articles. A representative from the 
bureau will go with the customer on her shopping tour to give the 
requested advice. Many unusual duties are 'often required of 
such a bureau, such as, for example, the providing of interpreters 
for foreigners purchasing in the store. Because of the variety 
of duties required of the personal-shopping bureau and the 
effect of its work upon the good will of the store, the bureau 
must employ personal shoppers (usually women) who possess 
tact, personality, and a knowledge of the store’s merchandise. 

The personal-shopping bureau is frequently personalized under 
an easily remembered name of a fictitious individual In one 
store, it is “ Mary Martin ” All correspondence from the bureau 
is signed by “Mary Martin” regardless of who is in charge of 
the bureau at that time This method makes the service seem 
more like a personal service even though the store may be a 
large institution. By using a fictitious name the good will 
that is built up around such a name remains with the store even 
when the personnel of the bureau itself changes 

A small store cannot set up a separate oiganization for this 
form of sales promotion. Similar duties, however, are frequently 
performed by the proprietor or one of the more experienced 
salespeople. Even if it does not have a separate organization 
for this personal-shopping work, it can encourage its customers 
to look to the store for such a sendee. When this is done, one 
person in the store should be held responsible for seeing that such 
orders are properly cared for. 

Demonstrations. — In some cases, it is a desirable form of sales 
promotion to give demonstrations in the store of an article in 
actual use. There is a seUing appeal in action and doubly so 
when the action is the normal use of a product. Hearing a radio, 
seeing a vacuum cleaner remove dirt from a rug, or tasting a new 
line of biscuits will attract the prospective customer’s favorable 
attention It interests her in the product and shows her how the 
product satisfies her needs 

The average store feels that such demonstrations, where 
possible, should be carried on by the store’s own salespeople. If 
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the manufacturer's representative is conducting the demonstra- 
tion, it IS only natural that he would be more interested in the 
sale of Ins product than in the best interests of the store As a 
result, he might push the sale of the product in a way that would 
be detrimental to other merchandise or to the good name of the 
store itself. The question has been raised whether or not it is 
fair to the pubhc for the store to use such demonstrators without 
identif 3 dng them as representatives of the manufacturers. In 
most stores, they wear an identifying button or are set apart in a 
separate booth so that the public can tell at a glance that they 
represent the manufacturers rather than the store. 

Trading Stamps. — A trading stamp is a stamp that the store 
gives at the time of a cash sale These stamps may be redeemed 
by the holder in goods, in credit at the store, or in cash. Some 
stores using trading stamps also give stamps to charge-account 
customers who pay their bills by a certain set time. Theso 
stamps may be provided by a store itself; or, more often, a 
trading-stamp company sells these stamps to the store. 

Previous to the depression period, trading stamps were decreas- 
mg in importance as a sales-promotion device. During the 
depression years, however, the search by retail stores for ways of 
bolstering their falling sales volume resulted in the adoption 
of trading-stamp plans by many stores. Reports from these 
stores have indicated that the plan has resulted in: (1) 
increased sales; (2) an increase in the ratio of cash business and a 
decrease in the cost of operation, (3) a lessening of the advertising 
cost; (4) an improvement in the speed of collecting the charge 
account. The general manager of one department store gives 
the following five reasons for his enthusiasm over trading stamps : 
(1) They not only bring customers into a store but serve as a 
virtual assurance of continued patronage. (2) They make cus- 
tomeis less critical of service. (3) They make for a more prompt 
payment of monthly statements. (4) They tend to lessen dis- 
honesty on the part of salespeople. (5) They influence buying 
in more than one department 

In spite of the many advantages claimed for the use of trading 
stamps by different merchants, their use as a sales incentive is 
questioned by many retailers and is openly opposed by some 
in the retailing field. Regardless of what else is said, their 
appeal from the customer viewpoint is largely the old appeal of 
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getting sometliing for nothing. As a result, they are a form of 
publicity that centers the attention of the customer on something 
entirely apart from the qualities of the merchandise being sold. 
For that reason alone, if for no other, trading stamps tend to be an 
undesirable form of promotion, especially when used over con- 
siderable periods of time. 

Gift Certificates. — At Christmas time, some stores sell gift 
certificates. The person to whom the purchaser gives these gift 
certificates can then go into the store and make his own selection 
of merchandise to the amount named in the certificate. Some 
candy stores advertise these gift certificates throughout the year. 
They can be purchased for any number of pounds. The recipi- 
ents of such gift certificates can go to the candy store at any time 
and exchange the certificates for boxes of candy. 

Dealer Helps. — Manufacturers of most nationally advertised 
goods supply a large number of dealer helps to be used in window 
and mterior display and for inserts in packages and monthly 
statements ^ Because of the large number of these which come 
to a store, it is apparent that only a part of them can be used. 
Stores differ widely in their policy concerning dealer helps Some 
feel that they detract from the store's reputation for style and 
quality. As a rule, the more exclusive a shop, the less use it 
makes of dealer helps On the other hand, there are stores that 
have their windows, counters, and display cases covered with 
such material. 

The general appearance of the store’s interior should be kept 
in mind in using dealer helps Do they give a real selling message 
that wiU be a help to the store? Will they place more emphasis 
on a commodity than its sales volume will justify? Will they aid 
or detract from the reputation that the store is building for itself? 

Cooperative Effort. — The present-day merchant is more and 
more realizing that frequently the most profitable policy is not 
that of fighting his competitors but rather that of cooperating 
with them toward the common good. By working with them, he 
can help build a community feeling that his particular town is a 
good place in which to trade; thus, less trade is lost to surrounding 
trade communities. The same prmoiple might be applied to a 
shopping district in a city. 

* “ProduoerB Must Plan Statement Inserts from Ketail Viewpoint,” 
Women’s Wear Daily, Peb. 6, 1941, p 30. 
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When all the stores in a town put their efforts behind a “Farm- 
festival Week,” an “Auto-show Week,” or some other special 
promotion, it is bound to have a greater power of attraction than 
if only one store were promoting it Hairy W. Schacter, presi- 
dent of Kaufman Straus Co., Inc., Lousiville, Kentucky, has 
suggested the following forms of cooperative promotion: 

1 A uniform spring opening for entire city. 

2. A uniform fall opening for entire city. 

3 A oity-wide selling day 

4 The elimination of August fur sales, or the holding of them all at one 
time. 

6. A uniform opening for both February and August furniture sales. 

6 A uniform Christmas openmg 

7. A unified drive for quality 

8. The elimination of fashion shows held outside the store. 

9. A radio course for the consumer. 

Store Distinctiveness. — Just as a manufacturer trade-marks 
his product so that it will stand out from competing products, so 
the merchant tries to give his store distinctiveness. If he 
succeeds in doing this, people think of the store as the Jones 
Sporting-goods Store ratW than just a sporting-goods store. A 
distinct individuality for a store often is one of the most effective 
sales-promotional features. 

It is especially important that a small store have a distinct 
individuality. As one retailer has said, “Individualism is the 
greatest asset of the smaller store. Capitalize on your indi- 
viduality. Boast about the features and services that make you 
different from other stores.”^ 

Many different methods have been used by merchants to make 
their stores distinctive Chain stores have used a standardized 
type of store front with a distinctive color as one means of making 
their stores stand out from the surrounding stores. A retail 
drugstore organization operating eight stores in an Eastern city 
picks out its best four or five stores and gives each a distinct 
personality; one has the best department for baby supplies in 
town, one m the heart of the theater-shopping zone goes in for 
cosmetics, another specializes on piescriptions, and another 
boasts that its fountain is second to none. 

^ Eisenbubg, Danihl (General Manager, Tapper Brothers, Plainfield, 
New Jersey), Retail Ledger, February, 1933, p. 6. 
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The uniforms of the salespeople or the unusual type of delivery 
equipment may help give the store a distinctive character. The 
method of layout may be unusu'al-«nd so set the store apart. 
The merchant should remember that not only should the store 
be different but, even more in^^tant, it should be pleasingly 
different. 

Building an atmosphere about a store helps to give it dis- 
tinctiveness College shops try to have a collegiate atmosphere 
Exclusive shops try to build up an atmosphere of exclusiveness, 
which of course makes them more attractive to their customers. 
The layout, the decorations and displays, the manner of the 
sales force, the spirit of the advertising, and many other factors 
all help to develop the type of atmosphere desired in a store. 

Other Forms of Sales Promotion. — Many other forms of sales 
promotion may be hsed by stores. Some of the sales-promotional 
methods that are used seem to have no direct bearing on the sale 
of merchandise. For instance, one store in Pittsburgh stages an 
eight-county fair in which any farmer or housewife in that area 
may enter products in competition for a long hst of prizes. Con- 
trast that form of sales promotion with a method used by a store 
in Miami, Florida, for stoi-e-wide promotion of departmental 
specials. Several times each month the customers of that 
store notice that the salespeople wear little badges calling 
attention to some offering bemg featured that day. The special 
may be men’s shirts, or silk frocks at $10.75, or towels, or shoes, 
or any number of other articles. Only one item is stressed at a 
time, but everybody is advertising it and is prepared to talk 
about it. Clerks, doormen, elevator operators — all are wearing 
the badge calling attention to the special. 

None of the above methods, and for that matter very few 
sales-promotional methods, can be judged simply as a method 
entirely separate from the store using it. A method that 
proved very effective in one store might be a complete failure in 
another. The merchant’s problem is to select sales-promotional 
devices that are practical for his store and then to see that they 
are properly carried out so as to be most effective. 
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RETAIL ADVERTISING 

Functions of Advertising. — Advertising and personal salesman- 
ship are two powerful means of sales promotion They are of 
such importance that a separate chapter is devoted to the discus- 
sion of each. The great object of retail advertising is to make 
friends of people so that they will come into the store to make 
purchases The advertising must influence the consumer to 
think favorably of the store’s merchandise and service if it is to 
secure her trade The store advertising can accomplish this 
fundamental purpose if it takes the customer’s viewpoint and 
helps her do her buying. It must be based on a careful considera- 
tion of such questions as: What does the customer want? What 
does she want to know about the mercha.ndise that she desires? 
When the advertiser plans his advertisement from the customer’s 
viewpoint, the need for helpfulness and truthfulness in the store 
advertising becomes more apparent. Unless the advertising 
message tells what the customer wants and needs to know and 
tells it in a truthful manner, the store cannot hope for permanent 
good will and lasting sales volume of satisfactory size 

The work of advertising never ends. People quickly forget. 
Having been told a thing today, the public must be told the same 
thing tomorrow, possibly dressed m different words; otherwise, 
it will forget ever having heard it. Thus the store must advertise 
continually, telling its customers about the things it has to 
satisfy their wants and at the same time creating new wants in 
the customers that the store is ready to satisfy 

The merchant must not lose sight of the fact that advertising 
IS a means to an end rather than an end in itseK. The store wants 
to build permanent good will and to sell merchandise. If the 
advertising program of the store does not help accomplish this 
twofold purpose, it is a failure No matter how good looking 
the advertisement may be, how well sounding the copy, or how 
beautiful the illustrations, the advertisement is a complete 
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failure if it fails to make friends for the store and to help in 
seUmg the store’s merchandise Only as the merchant takes the 
consumer’s viewpoint can the advertising of his store perform its 
real function. By serving the customer the advertisement serves 
the store. 

Advertising Policies. — Underlying the advertising of a store 
there should be certain- carefully thought-out policies. Such 
policies are the general policies of the store itself that apply to 
advertising What is the store trying to do? Is it trying first 
of all to build up sales volume? Is it building a reputation for 
underselling? Is it trying to create an atmosphere of style and 
exclusiveness ‘i* If one of these ideas represents the aim of the 
store, then the store should mold its advertising policies around 
such an aim. Nothing should be permitted in the store’s adver- 
tising that would detract from the store’s endeavor to reach this 
aim. 

Because the advertising is one very important mouthpiece of 
the store, it must correctly proclaim the store The chief rule, 
then, to guide a Store in determining its advertising policy is that 
the advertising shall conform m stylo to the standards and charac- 
ter of the store itself. An exclusive store would not think of 
employing a sensational style of advertising. A store that prides 
itself on underselling its competitors naturally will emphasize 
price in its advertisements much more than would the exclusive 
specialty shop. 

The policy of one store may be to use a certain kind of typo, 
border illustration, or general plan of layout The reader 
becomes familiar with this distinguishing mark and recognizes 
the advertisement at a glance as being the store’s message. 
After having determined a general advertising policy, a store 
should follow it consistently (unless, of course, special conditions 
make a change desirable), because consistency in advertising 
tends to show that the services and quality of merchandise of the 
store will be consistent to certain standards. Not only should 
the various advertisements be consistent, but, in addition, the 
various parts of an advertisement should be consistent with each 
other and with the policies of the store. Some stores display a 
Tiffany front in one section of an advertisement and a bargain- 
basement appeal in another part of the same advertisement. 



RETAIL ADVERTISING 


363 


One advertising policy about which there is considerable 
difference of opinion among stores is the policy concerning the 
use of comparative prices m retail advertising Comparative 
prices are statements in the advertisements comparing the 
specific prices on the articles with previous prices, prices of other 
stores, or prices the goods are estimated to be worth. For 
example, “Price $7 75, Was $10” or “Price $7 75, Value $10 ” 

The chief disadvantage of comparative prices is the possi- 
bility of their misuse. Because there are so many chances to 
exaggerate the alleged value of an article in using comparative 
prices, some stores make no use of them; certain other stores use 
them only under certain conditions and in certain restricted 
forms. '^The value of comparative prices as a selling point varies 
among different communities and among different stores very 
largely according to the accm-acy and truthfulness with which 
they have been used. 

Many merchants feel that if comparative prices are not misused 
they serve a purpose from the standpoint both of the store and 
of the customer. They make it possible for the store to point 
out more easily special values and thus may be very effective 
selhng points; through the proper use of price comparisons the 
customer is better able to judge a bargain when she sees one. 
If price comparisons are used not on every occasion but only 
when the offering is an unusual bargain, the result is more effec- 
tive. The National Better Business Bureau and many other 
agencies of various types are attempting to set certain standards 
in the use of comparison prices so as to lessen and, if possible, 
finally eliminate any misuse of them. To the extent that this 
purpose is accomplished, comparison prices will take then’ proper 
and useful place as a feature of retail advertising. 

The Advertising Department. — In a small store the advertising 
work is one of the many duties of the proprietor. Seldom does 
it receive from him the attention it deserves, this is due partly to 
his lack of time to devote to it, partly to Ms failure to realize the 
importance and possibihties of advertising, and partly to a lack 
of knowledge on his part of advertising technique If the small- 
store merchant realizes the possibiUtios of advertising, he often 
is in a much better position to do effective advertising than is the 
advertising department of a large store. Although he lacks a 
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knowledge of much, advertising technique, he is closer to the needs 
and desires of his customers, which after all are the true basis for 
all effective advertismg. Almost all manufacturers of the adver- 
tised brands he carries prepare advertising helps for himd 
These include interior-display cards, pamphlets suggesting inte- 
rior and window displays, direct-mail material, and mat services 
By making intelligent use of these prepared advertisements the 
small retailer can greatly improve his advertising 

The larger stores will have a separate advertising department. 
In a medium-sized store the personnel of such a department may 
be simply one man and his stenographer. In some of the largest 
of the department stores, there may be 15, 20, or even more 
people employed m the advertising department. In addition to 
the executives in the department, this number would include 
copy writers, artists, typographers, proofieadeis, stenographers, 
and file clerks. The work of an advertising department of a 
retail store ordinarily is much larger in scope than is that of the 
advertising department in a manufacturing concern of the same 
size; this is true because the retail stoie ordinarily prepares its 
own advertising, whereas a manufactuimg concern of fairly 
large size turns a large part of its advertising work over to an 
advertising agency ^ 

There is no complete uniformity of practice as to the place of 
the advertising department within the organization ® Some 
stores make the advertising manager subordinate to the mer- 
chandise manager. Others place him on a par with the mer- 
chandise manager, having both report directly to the general 
manager of the store. The personalities of the people concerned 
often seem to be the factor that decides the relation between the 
advertising department and the merchandise department 

In some stores the advertising department is one of two parts of 
the publicity department, the other part being that of display, 
which includes both window and interior display Each of these 

^Lbaht, William J., “Mr National Advertiser Must Learn Anatomy of 
Small Store,” Women's Wear Daily, Mar 19, 1941, p. 31 

’ There are two chief reasons for the small use of advertismg agencies by 
retail stores: (1) Eetad stores usually obtain the low local-newspaper rates, 
which allows for no agency commiasion. (2) Retail advertisements ordi- 
narily are prepared only a very short time before being run, and thus it 
would be difhoult for the outside agency to operate in such a case. 

' See Chap. VI, "Store Organization." 
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two parts of the publicity division has a manager in charge of its 
work who reports to the pubhcity manager. 

Advertising Records. — One of the duties of the advertising 
department is to keep records of the store’s advertising and the 
results obtained This record may be in the form of a sheet that 
includes spaces for a statement of the merchandise advertised, 
the date on which advertised, the newspapers cai'rying the 
advertisement, the size and cost of the advertisement, the weather 
conditions on the day when merchandise was offered for sale, the 
amount of advertised merchandise sold, the normal amount sold, 
the cost of advertising as a percentage of sales, and an estimate 
of the number of people who visited the department, presumably 
drawn there by the advertisement. — 

The weather conditions on the day of the sales are recorded 
because of the effect these have on the volume of sales If it was 
a stormy day, this fact, rather than any fault in the advertising 
or the merchandise, would no doubt account for the small volume 
of sales If this information is not recorded, the buyer or the 
advertising manager, when looking over the past advertising 
records and noting the small sales, would say that this article 
did not seem to be a good one to advertise. 

The day of the week on which the goods were sold may have a 
bearing on the volume of sales ^ In some of the larger cities, 
Monday is considered the best shopping day. In the small 
towns, Saturday is the principal shopping day. Merchandise 
advertised for sale on these days may have heavier sales than if 
offered on other days. A notation must be made of the news- 
papers in which the advertisement appeared because of the 
different pulhng power of the different newspapers. 

If the merchandise advertised has also been displayed in the 
windows, a notation should be made in the advertising record. 
Such a display would increase the publicity and should mcrease 

1 Edwakos, Chakles M , Jn , “Do You Advertise on the Right Day?” 
Journal of Retailing, April, 1940, p. 43 This study of New York City 
newspapers showed the following distribution of seven department stores’ 
advertismg in percentages. 

Sunday. . , . 28 1 Thursday . . . , 11 2 

Monday . ... 8,8 Friday.. 18,6 

Tuesday , , 11 0 Saturday . . 11 

Wednesday . , , 21.2 
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the sales, for the pulling power of the window is added to that of 
the advertisement. As a merchant looks over his past record, 
he should keep these various points in , mind in judging the worth 
of his past advertisements. 

In some stores a scrapbook is kept in which appears every one 
of the store’s advertisements clipped from the newspapers or a 
newspaper proof of the advertisement. These clippings or 
proofs are pasted in the scrapbook, and on the same or adjoining 
sheet is recorded all the necessary information concerning the 
advertisement and its results. There may also be criticisms 
of the advertisement, which become apparent after the advertise- 
ment has appeared. Later, when this record is being studied, 
the cause of the oiiticism can be avoided in the preparation of 
future advertisements A scrapbook of the advertisements of a 
competitor’s stoie is kept by some stores to help them study the 
publicity of their competitors. 

One store that does extensive advertising each day makes a 
photostatic copy of the day’s advertisement to put in the scrap- 
book in place of the advertisement itself Because the photo- 
static copy is much smaller than the original advertisement, 
there is a considerable saving of space and bulk in the scrapbook 

Much of the mfoimation needed for such records will have to 
be supplied to the advertising office by the buyers of the depart- 
ments concerned. However, they wdl benefit by these records 
just as much as the advertising department, for both are con- 
cerned m having the advertisements as effective as possible. 
By studying these records of past advertising, both the buyer and 
the advertising department are better prepared to plan and 
execute the advertising for the present and the future. 

The Advertising Budget. — ^Just as the merchant should plan 
his merchandising operations in a merchandise plan and his 
expenses in an expense budget, likewise he should plan ahead for 
his advertising In reality the advertising plan, or budget, is 
simply the enlargement of one item in the expense budget, that 
is, the advertising expense The chief advantages that arise out 
of the definite planning, or budgeting, of advertising expendi- 
tures are: (1) The management of the store knows the amount to 
be spent for advertising. This knowledge is necessary, both 
because the year’s expenses must be determined so that a mini- 
mum initial-markup percentage can be set for the store and 
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because scientific operation is not otherwise possible. (2) The 
department manager (buyer) has a definite plan to follow in his 
advertising campaigns, having the knowledge of how much he 
has to spend and when he should spend it to maintain his sales 
volume. (3) The advertising department knows how much 
monej^ it has at its disposal for its activitie.s throughout the year 
(4) The budget, or plan, allows for flexibility in meeting the 
changes in climatic, economic, and maiket conditions 

The figures in the advertising budget should be determined by 
two factors' (1) past experience; (2) present needs ’ As the 
merchant looks back over his sales and expense records, he will 
see what be has spent for advertising and how these expenditures 
compared with the sales volume These figures should be com- 
pared with the results of other stores whose experience is avail- 
able. The amount of money that can be spent profitably for 
advertising varies among stores according to their location, their 
size, and the type of merchandise earned.^ 

As an example, suppose that a store finds from its past records 
that it has been spending for advertising 3 2 per cent of sales. 
If it were guided by this figiu'c alone, it would then apply this 3 2 
per cent to the planned sales for the coming season in order to 
determine the planned-advertising appropriation If, however, 
the merchandising and promotional plans of the stoie differ 
radically from those of the past periods, the store may desire 
either to increase or to decrease the percentage of sales that has 
been going into advertising. Then this adjusted percentage of 
the planned sales is talcen in order to get the total advertising 
appropriation for the season 

Thus, by studying his past sales and advertising records and 
his merchandise plan and sales-promotional calendar for the 
coming season, the merchant has a basis for deteimimng the 

Other methods of arriving at the advertising appiopriation aie: (1) the 
setting of an arbitrary peicentage of sales to be used each year for adver- 
tismg; (2) spending money for advertismg as the management decides con- 
ditions warrant the expenditures; (3) getting estimates as to the costa of 
mediums and decidmg on the mediums. Then the total cost is the adver- 
tising appropiiation. 

“ “Some say advertising should cost 3 per cent of sales, or 6 per cent of 
sales. I say the advertismg cost should be what it takes to sell goods at a 
profit ” This statement by Amos Parrish was quoted in the Retail Ledger, 
February, 1935, p. 7. 
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total amount to be spent for advertising during tbe period. 
This total amount must then be broken down into monthly 
amounts so that the advertising effort will be properly distrib- 
uted throughout the season Some merchants simply apply 
the season’s advertising percentage to the planned sales of each 
month in order to determine the advertising allowance for each 
month. This method has the advantage of simplicity but is open 
to the objection that the need for advertising does not always 
conespond to the variations m sales volume A relatively large 
dollar amount spent in advertising a special sale may, because of 
the large sales volume resulting from this special sales effort, be 
below the average peicentage of advertising to sales The same 
situation may be true of the Christmas season. The amount of 
advertising is large ; yet when the advertising expense is divided 
by the sales, the resulting percentage is lower than the adver- 
tising percentage set for the season as a whole. During dull 
parts of a season the store may find it necessary to do a much 
larger amount of advertising m proportion to the sales volume in 
order to stimulate people into buying; thus the advertising 
percentage for those dull months will be larger than the season’s 
percentage figure. The better method of determining monthly 
advertising allowances is to apply to the planned sales for each 
month an advertising percentage figure adjusted in the light of 
the particular needs of each month. The two methods are 
shown in the following table: 


Month 

Planned 

sales 

Adjusted 

percentage 

Advertis- 
ing allow- 
ance 

Advertis- 
ing allow- 
ance on 
a 3 2 per 
cent basis 

July 

$ 12,230 

3 4 

$ 416 

$ 391 

August 

13,950 

3 4 

474 

446 

September. . . 

17,240 

3 3 

560 

662 

October 

26,576 

3.2 

SIS 

818 

November . 

24,106 

3 2 

771 

771 

December 

33,400 

3 0 

1,002 

1,069 

Season total 

$126,600 

• 

14,060 

$4,048“ 


• The dollar figurea are shown to the nearest dollar Tins accounts for the difference 
between the t4,048 (3.2 per coni ol fl26>600} and the 34,047 which would be obtained by 
adding the monthly aliowances on the 3.8 per cent basis 
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In the table, it will be noticed that the dull business months 
of July and August are given a relatively high advertising per- 
centage figure (although the actual money amounts are smaller 
than for the other months) In September the new faU and 
winter styles are being introduced to the public. Many people 
who became interested through the September advertising will 
be ready to purchase in October. Because of this need for a 
comparatively large amount of advertising in September in 
proportion to the immediate sales, a higher percentage of its 
planned sales is allowed for advertising than is the case for the 
entire half year In December the Christmas advertising vnll 
require a large amount of advertising expense. However, 
because the planned sales for the month are large, a sufficient 
dollar amount of' advertising allowance is provided by applying 
a relatively small advertising percentage to the sales figure. 

If the store is one organized on a departmental basis, the 
amount to be spent on advertising must also be divided among 
the various departments The total appropriation may be 
distributed to the various selling departments as a percentage 
of the planned sales of each However, all departments are not 
given the same percentage of sales as an advertising allowance. 
Instead, the percentage of advertising expense varies widely 
among the departments, primarily according to the nature of the 
merchandise. Because advertising must attract people not only 
to the department advertised but to the entire store, the mer- 
chandise having the strongest pulling power should receive the 
greatest share of the advertising. For this reason the adver- 
tising percentage is larger in style than in staple departments 

After the monthly allowances have been determined for the 
store, or for the individual departments in the case of stores 
organized on a departmental basis, these monthly appropriations 
must be distributed to the various advertising mediums used 
Then a plan should be drawn up showing how each of these forms 
of adveitising is to be distributed throughout the month. For 
example, such a plan for newspaper advertising would require 
decisions on such questions as: What shall be advertised? On 
what days^ How much space can be used for advertising on 
each of these days? Because unforeseen needs may arise before 
the end of the month, the original advertising plan of the month 
should leave a small sum in reserve. As the month passes, if no 
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need for this has arisen, it can be used to expand some of the 
planned advertisements 

Advertising Mediums. — ^Any means by which the advertising 
message is conveyed is an advertising medium The mediums 
used by retail stores can be divided into five different types. 

1. Newspapeis 3 Endio 

2. Direot-mail advertiamg 4 Outdoor advertising 

5 Miscellaneous mediums 

Newspaper Advei Using — Of these different types of retail 
advertising, newspaper advertising is by far the most important 
form for the majority of stores In many stores, 76 per cent or 
more of the total advertising appropriation is used for newspaper 
advertisements. Some time ago the publicity director of one of 
New York City’s largest department stores stated that approxi- 
mately 85 per cent of the store’s annual advertising expenditure 
was used in newspaper advertising. 

Because many stores have more than one newspaper in which 
they can advertise, they must compare the worth of these differ- 
ent newspapers as advertising mediums. The comparison 
should be made as to: (1) the reputation and standing of the 
newspapers in the community; (2) the type and amount of 
advertising carried; (3) the circulation; (4) the type of people 
reading the newspaper, (5) the advertising rates and services to 
advertisers; (6) other factois such as the general appearance of 
the newspapers and then advertising policies 

The general reputation, or standing, of a newspaper in the 
community is important in that it determines to a considerable 
extent the confidence that its readers have in it and thus their 
confidence in the advertising it carries Also, its general reputa- 
tion may or may not be such as to fit in with the atmosphere of 
the store itself. For example, an old -well-estabUshed store with 
conservative merchandising and promotional methods might 
question the advisability of advertising in a newspaper using a 
tabloid type of news appeal. 

The amount and type of advertising earned by the various 
papers are of real importance in the choice of an advertising 
medium. In some cities a certain newspaper may be so out- 
standing with respect to the amount of letail advertising that it 
carries that it becomes known among shoppers as the paper to 
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read when they wish information on the current offerings of the 
retail stores. Likewise, certain newspapers may be leaders in the 
advertising of cei-tam products or groups of products. For 
example, according to a recent suiwey, morning papers lead as 
advertising mediums for food and household commodities. 

The circulation of the various newspapers should be a matter 
for careful comparison; this should include a consideration not 
only of the amount of circulation but, m addition, of the distribu- 
tion of the circulation and the methods by which the circulation 
was obtamed A store m a large city would be especially inter- 
ested in knowing the portions of the total circulation of a news- 
paper that were in metropolitan, suburban, and outside territory. 
The methods by winch the subscriptions are obtained tend to 
affect the standing and leputation of the paper among its readers. 
In the case of some newspapers, predate and prehour editions are 
printed If the stoie considers these less valuable for carrying 
its advertising message, it should take the number and circulation 
of these editions into account or should have the newspaper’s 
rates adjusted so as not to pay for waste space. 

The advertiser not only is interested in the number and geo- 
graphical distribution of the people reading the paper but, in 
addition, is concerned with what type they are If the store is 
appealing to people of wealth, it wants to find a newspaper read 
by that type The paper read by the greatest number of people 
may not be the one that is read by this class Department 
stores usually feel that a newspaper that is carried into the home 
and read there is a better medium than a paper that is read by 
business people on the train or at the office Again, a newspaper 
that is best for one department within the store may not be for 
another The sporting-goods department may find it advan- 
tageous to use a newspaper that most of the departments in the 
store do not piefer Because women are the chief customers of 
almost all types of store, the newspaper they prefer is the one 
that can most effectively carry the store’s advertising message. 

The advertising rates and services offered to adveitisers by the 
various papers must be considered. A comparison of rates alone 
is not enough. They have real significance if compared in 
1 elation to the effective circulation of the newspapers in question. 
Many large newspapers have merchandising bureaus whose chief 
purpose is that of aiding advertisers Any newspaper, no 
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matter how small, is in a position to give the merchant some aid 
in the planning of his advertisements. 

In addition to these points, many other factors might be 
considered in choosing a newspaper in which to advertise. The 
general appearance of the papers might well be considered, 
especially by those stores advertising style merchandise. The 
degree of censorship exercised by the various papers on the 
advertismg in their columns is another element worthy of 
consideration. 

The merchant should take an “I have to be shown” attitude in 
making his choice of newspaper or, for that matter, his choice of 
any type of medium. Too often, gelae^i-al statements about the 
advantages and disadvantages of a given form of advertising 
medium are taken for granted by the merchant as applying to 
his particular case, without any definite attempt to find out 
whether or not they actually do. For example, it is said fre- 
quently that evening newspapers are better mediums for retail 
advertising than are morning newspapers Regardless of the 
truth of this as a general statement, it certainly would not be true 
in all communities or for all stores As far as is practical, each 
store should test out the relative pulling power of the different 
newspapers and thus prove to itself which are the best mediums. 
To do this the store may insert keyed coupons in the different 
newspapers which when returned by the customer will entitle her 
to some special offering. Or merchandise can be advertised in 
each of the papers at different times and the sales following the 
different insertions compared. With the latter method, care 
must be exercised to see that all other conditions are similar at 
each trial if a comparison of results is to have any real significance 

According to some advertisers, the position of the advertise- 
ment in the newspaper is of importance, especially in a large 
newspaper. For example, it is said that certain advertisements 
will be seen by more prospects if m the financial section, whereas 
another advertisement might have more pulling power if placed 
in the society section. However, the Continuing Study of 
Newspaper Reading* shows that, in general, people read an 
advertisement regardless of its position in the paper Thus, 
many advertisements in the back part of the paper have more 

' “Attention for Newspaper Advertising,” Printers' Ink, Apr. 25, 1941, 

p. 21. 
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readers than similar advertisements in the front part of the paper. 
The same study shows that right-hand pages have about equal 
attention value with left-hand pages and that the top half and 
the bottom half of the page are of about equal value It is the 
advertisement itself rather than its location that determines its 
value. 

Direct-mail Advertising.^ — Direct-mail advertising includes all 
forms of material sent through the mail directly from the store to 
individual customers or potential customers.* The forms include 
letters®, circulars, booklets, bulletins, folders, store magazines, 
cards, broadsides, and various forms of envelope enclosures. 
Direct-mail advertising should be clearly distinguished from 
mail-order advertising. The first is primarily an attempt on the 
part of a store to send to a customer, through the maU, a message 
from the store that will bring her into the store to make a pur- 
chase. On the other hand, mail-oider advertising attempts to do 
the entire selling job through advertisements and correspondence 
without the personal aid of a salesman. 

The chief advantages of direct-mail advertising are its selective- 
ness and the fact that the advertisement sent as a piece of mail 
ordinarily has more chance of obtaining the customer’s attention. 
It is used when a store wants to single out a special class of 
customers and make a direct appeal to them. 

Both large and small stores can use direct-mail advertising to 
advantage ^ It can be effectively used to supplement newspaper 
advertising The newspaper advertisement of necessity broad- 
casts a general message, for it goes to a widespread general 
audience, whereas the direct-mail material takes a more personal 
message to selected customers. A neighborhood store may not be 
able to advertise profitably in the newspapers because of the 
waste circulation but may find direct-mail advertising very 
desirable and practical because it can be sent to the people in the 
store’s neighborhood territory, with little waste circulation. 

1 Some interesting illustrative material can be found in Thomas J. Buck- 
ley, The Science of Marketing by Mail, The Business Book House, 1941. 

2 Direct-mail advertising is only one form of direct advertismg 

’ For an example of two efleetive letters, see Frank Bgner and L. Eohe 
Walter, Direct Mail Adveitising and Selling, pp. 177-179, Haiper & Brothers, 
1940 

‘ Htjmmmel, 0. Lee, “Duect Mail Hesults Grow like a Snowball,” Retail 
Management, Sept. 16, 1940, p. 18. 
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Some small-town stores have built up trade over a wide territory 
by advertising through the mail. For example, one store, which 
m a town of 918 inhabitants is said to have done a business of over 
$900,000 in a single year, employs a young girl in each section of 
its trading area to report trade prospects. This trade scout sends 
in each month lists of possible customers who have moved into 
her territory during the month, new addresses of those who have 
moved out of the territory, and the names of those who are erect- 
ing new buildings or engaging in other activities that make them 
sales prospects. Upon receipt of this information the store 
sends out direct-mail-advcrtising material to call to the pros- 
pect’s attention the items in which it believes he or she will be 
interested 

Direct-mail advertising is one of the most expensive forms of 
advertising for retail stores In order to justify its high first 
cost in relation to newspaper and other forms of advertising, 
direct-mail advertising must lesult in much greater returns than 
would be received from the other forms of advertising The 
profitable use of direct-mail advertising depends very largely 
upon two factors: (1) a properly classified and accurate up-to-date 
mailing list; (2) the use of direct-mail material that is attractive 
in appearance and convincing in appeal. Both these require- 
ments necessitate much care and effort on the part of the store 
The work involved in meetmg the second requirement varies 
according to the particular form or forms of direct-mail material 
used and so will not be discussed at this point. ^ 

The obtaining or building up of an accurate, up-to-date, 
properly classified list of customers or potential customers to 
whom to send the direct-mail material is of basic importance in 
the success of this form of advertising. A store may buy its 
mailing lists from concerns that make a business of compiling 
such lists; it is more likely, however, to develop and maintain its 
own lists. 

As a merchant builds a particular mailing list, he must think of 
all the sources from which he can get names and then must check 
these carefully in order to remove duplicates and to correct 
errors. Names may be obtained from a great number of sources, 
such as dh'ectories, school lists, club and lodge lists, mail routes, 

1 For a discussion of the physical preparation of direct-mail material, see 
books on. direct-mail advertising 



RETAIL ADVEBTISim 


376 


office and factory pay rolls, and music clubs. ^ A ready-made 
list IS found m the names of charge customers of the store. To 
such a list would be sent announcements of general interest. It 
may be desirable to classify the charge list into various groups, 
because the better the names are classified and subclassified the 
easier it is to send direct-mail material only to those Kkely to be 
interested. The charge list may be classified according to • (1) 
buying practices of the customers; (2) financial status or buying 
power; (3) length of time since a purchase has been made; (4) 
geographical location; (5) sex; (6) age ^ 

The following are some of the more common classifications 
into which the names secured from the store’s records or other 
sources may be divided: 

Charge customers’ list Boys’ list 

Men’s list Umveisity list 

Women’s list Mothers' list 

Girls’ list Club members’ list 

Car owneis’ list 

In such a classification a person may be placed in a number of 
different groups because of his different.mterests When mate- 
rial is sent out, it can be confined to those who will be interested 
in that particular offermg, and the large waste ciiculation that a 
newspaper adveitisement would have can thus be avoided 
For example, an announcement of a sale of children’s clothing 
will be sent to those names on the mothers’ list. Most of these 
potential customers wiU find such an announcement of interest, 
whereas only a small percentage of those who would see a news- 
paper advertisement would have any interest in it. 

An interesting example of a mailing list ananged chrono- 
logically is found in a store in Buffalo, New York. At the 
beginning of the month in which this plan, which aims at sug- 
gestive selling through diiect-mail contacts, was put in effect, all 
charge-account customers of the store received, along with their 
statements, a blank foim on which they were asked to list birth- 
day and anniversary dates of fnends and close relatives. This 

1 A store m Oinomnati seouies mailing lists for its ohildien’s departments 
by obtaining birth lists from the city hall amd checkmg these lists for desir- 
able residential locations. 

• Wingate, John W., Manual of Retail Terms, pp 276-277, Prentice-Hall, 
Inc,, 1931 
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information was then tabulated chronologically throughout the 
year by the store. Reminders are sent to customers a week to 
10 days in advance of the birthday or anniversary date, and 
together with each reramder the customer receives helpful 
suggestions as to suitable gifts. This service is being operated as 
a part of the activities of the personal-shopping bureau of the 
store 

A mailing list is not a static thing but instead is continually 
changing in many ways ; this means that it can never be said that 
a list is complete and perfect. Death removes a name from 
the list, or a change of address means a correction of the list. 
People’s buying habits change so that they must be taken off 
some lists and put on others. Because of these changes and 
many others the mailing lists must be constantly corrected and 
kept up to date if the store is to get the greatest possible returns 
from its direct-mail efforts. 

Radio Advertising — Radio advertising is being used by a 
number of stores as one means of making contact with the store's 
possible customers. This form of advertising is used by many 
different types of store, varymg all the way from the large city 
department store to the small-town store. What a store has to 
offer in the way of service and merchandise is of interest to its 
customers. The results to be obtained from presenting the 
message to the customers depend to a considerable extent upon 
the method of presentation. In radio advertising, just as in 
newspaper or any other form of advertising, the store must take 
the customer’s viewpoint and try to tell her the things that she 
would be interested in hearing. 

When radio advertising comes at the same time on the same 
days each week, people may develop the habit of tumng in then 
for the store’s message. If the same person presents the message 
and follows the same style of presentation, people quickly recog- 
nize it as the voice of the store. /Some stores have the store’s 
announcer introduce the different buyers who speak for their 
own merchandise. This adds a personal touch to the message 
that is usually effective. The listener hears Mr. W alter Robbins, 
the buyer, speaking directly to her and telling her of the mer- 
chandise he has in his department for her. 

Other stores feel it is not desirable to make a direct sales appeal 
and so broadcast concerts, lectures, and other forms of enter- 
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tainment under the store name. This is good-will advertising 
and serves as a continual renainder to the customer of the store’s 
name. One department store built up its toy sales by the bed- 
time stories broadcast to the children They wanted to come 
into the store that was sending them these stories each day. 

Some stores have installed internal-broadcasting systems, one 
use of which is to make announcements to the public within the 
store. One retail executive, spealang of the selling power of the 
radiobroadcasting system m their store, says, , . . “Nearly 
1,000 pounds of candied orange slices were sold within a period of 
four hours, this item not having been advertised previously in 
any way, shape, or form ” 

Miscellaneous Mediums — Under this heading may be grouped 
all other forms of advertising used by retail stores. Some of the 
more important of these forms will be discussed briefly. 

Outdoor advertising. Outdoor advertising is used by some 
stores as a means of general publicity. Such advertising includes 
painted walls, posters, billboards, highway signs, and electrical 
signs Because these forms cannot be changed daily as is a 
newspaper adveitisement, they are used, not to tell of specific 
merchandise on sale, but rather as reminders to the public of the 
store and its services In this way, they build up good will for 
the store and add to its prestige. 

Shopping news. A form of retail advertising that has caused 
much discussion in both retail store and newspaper circles during 
the past few years is “shopping news,’’ known to the trade as 
“shoppers.’’ A “shopping news’’ is a compilation of retail- 
store advertisements, issued in newspaper format and distributed 
free by the merchants of a city to their customers. There are 
merchant-owned or controlled shopping-news publications in 
several of the larger cities; in addition, there are other shopping- 
news publications that are either independently owned or are 
controlled by newspapers In several large cities, merchant- 
owned shopping-news publications are important advertising 
mediums, ordinarily being used as a supplement to newspaper 
advertising. Although there have been some instances in which 
advertising in shopping-news publications has supplanted news- 
paper advertising for a time, its real value ordinarily lies in its 
use as a supplement to rather than as a substitute for new.spaper 
advertising. In general, merchants consider these shopping- 
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news publications as satisfactory and as an economical means of 
reaching their markets ^ 

Other methods. Many merchants use ear-card advertising, 
which presents the advertising message by means of cards placed 
in streetcars, subway and elevated trams, and busses. Car cards 
often are effectively used for advertising low-priced products for 
which a large number of the riders are prospects The advertise- 
ments present the articles to the customer when she is on her way 
to shop. In some cases the car-card advertising is used largely to 
summarize and recall to the customer’s attention the story of the 
store’s newspaper advertising 

Magazine advertising is used to some extent by large retail 
stores of national reputation located in large cities, by chain-store 
organizations, and by mail-order houses with national distribu- 
tion Quite clearly, magazine advertising is impracticable for 
most retail stores. A number of stores issue magazines that 
combine articles of general interest with descriptions of merchan- 
dise to be found in the store. Fashions of the Hour from Marshall 
Field and Company is one of the better known store magazines 
If these store magazines are sent out by mail, they are a special 
form of direct-mail advertising Smaller stores can buy maga- 
zines from compames that specialize in this work; these pur- 
chased magazines are published under the store’s name. 

The classified telephone directoiy seems to be receiving more 
and more consideiation by many retailers as a desirable adver- 
tising medium. 

When packages are wrapped for delivery, some advertising 
material may be included The enclosure may be an announce- 
ment of the spring opening, a pamphlet supplied by the manu- 
facturer describing an electric washer, or some other advertising 
material that the store thinks may prove of interest to the 
customer. 

Gift novelties bearing the name of the store are used by some 
retailers. These include such things as pencils, rulers, matches, 
calendars, and other articles of low unit cost that will be used 
frequently by the customer. The chief purpose of such gift 
novelties is to develop good will for the store. 

Stunt advertising has been used by some retailers to attract 
attention to their store. A store may have an airplane write 

I “United Shoppers,” Business Week, Nov. 30, 1940, p. 24, 



the name of the store in smoke across the sky at a fair or other 
outdoor gathering The value of stunt advertising is questioned 
by many advertisers; certainly it can be said that its chief attrac- 
tion is its novelty, and therefore it is not likely to have any 
permanent place in a store’s advertising. 

In addition to the miscellaneous mediums that have been 
mentioned, many stores work out special methods of presenting 
advertising messages. For example, in a store in California, 
the space over the elevators on the street floor is used to do an 
effective bit of inside advertising for the departments on the 
mezzanine, second, and third floors. Each major department 
on these floors is represented by an attractive small poster of 
dark-brown cane board with lettering and appropriate illustra- 
tive figures in haimonizing colors. A hardware dealer in a 
Southwestern city put advertising on the paper bags used by 
the adjoining grocery store. He paid for printing the grocer’s 
name, address, and telephone number on the sacks in return for 
the privilege of putting his own on the reverse side In one large 
department store, even the routine operation of handing change 
to customers is now used as a means of advertising. All currency 
notes are placed in transparent envelopes of the proper size to 
take them fiat, and a brief sales message is printed on the face 
of the envelope Usually the message deals with forthcoming 
bargain offers and special events in the store. 

Choosing Merchandise to Advertise. — The most important 
thing in a store is the merchandise. The best location, the best 
sales force, the best advertising, and the best window display 
in the world will not make the stoie a permanent success unless 
its merchandise is right In their advertising progiam, some 
merchants forget this basic importance of the merchandise and 
as a result think too much about how to advertise and not enough 
about what to advertise. Not all merchandise is equally desirable 
from an advertising viewpoint. A large part of the waste in 
retail advertising arises out of the poor choice of items to be 
stressed in the advertising. 

Before an article is advertised, it should pass three tests: 
(1) It should have news value.^ (2) There should be a sufficient 

“News” IS here used in the broad sense of any information about a tiling 
brforo unlcnown. 
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quantity in stock. (3) There should be a probability of increas- 
ing the sales by this advertising. 

The fact that merchandise has just been received in stock is an 
item of interest to many people. When it is made of new mate- 
rial or m a different way, that fact is of interest. Merchandise 
sold at a lower than normal price always is welcome news. 
If an article represents a new style, that is a news item which 
will interest a great many people. Before merchandise is 
selected for advertising, it should be analyzed for points of 
interest to the customer, that is, for sellmg points or advertising 
appeals. If it has some points of real interest to the customer, 
it has passed the first test. 

An advertisement costs money. The merchant expects the 
sales of an article to pay for the cost of its advertising. When 
advertising an item of merchandise, the merchant must be sure 
there is a sufficient amount in stock to make it worth while to 
advertise. If there is not, the resulting sales will not justify the 
advertising expenditure. When the demand created by an adver- 
tisement cannot be filled by the stock on hand, there will be 
dissatisfied customers, with a resulting loss of store good will. 
It is the rule in some stores that merchandise in sufficient quantity 
must be in stock before it can be advertised; thus, there is no 
chance that customers will be disappointed because of non- 
delivery 

The third test is the possibility of increasing sales volume by 
advertising the merchandise. The demand for some articles is 
much more elastic than it is for others. For example, probably 
no amount of advertising would increase appreciably the sale of 
pins because the demand is comparatively inelastic. The mer- 
chant must judge the probability of increasing the existing 
demand for the article, for otherwise the advertisement may 
accomplish little or nothing. 

Some stores will advertise only that merchandise which gives 
evidence of quick movement. By checking with piece-control 
records the slow-moving items can be detected and their adver- 
tising checked. One advertising executive has stated that the 
proper pohey is to push the fast-selling items with advertising and 
to use personal salesmanship to stimulate the slow-moving items. 
The featuring of fast-selling items that have great intrinsic value 
will speed up sales, will strengthen the reputation of the store 
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as the home of values, and will help the store to combat success- 
fully vigorous competition Frequently, stores make the mistake 
of stiessmg m their advertismg a price line that is far from being 
the one most in demand. For example, in one store the average 
sale in gas ranges is at $64, but the advertising has stressed prices 
of $39 to $49. In another store the best selling washer is priced 
at $80, but the firm advertises one at $49 

Advertising Appeals. — What is there about an article of mer- 
chandise that will make people want it? For the average article 
of merchandise, there are any number of appeals that can be used 
to make people desire that merchandise The appeal may be 
one of style, quality, durability, price, exclusiveness, or many 
others 

The style appeal is a valuable one, for it builds prestige for the 
store that uses it. Although it is now evident in a great many 
fields, it is especially powerful with respect to women's apparel. 
A woman desires to be dressed in the prevailing style and at the 
same time wishes to be individualistic. There are so many 
elements that enter into style and they are changing so con- 
tinually that it is not easy to know the present vogue. As a result 
the customer is interested in all style news, for it will give her the 
information she needs. 

Quality is another constructive appeal. A shirt has strongly 
sewn scams and buttons. A piece of cloth has a fine weave, a 
soft finish, and a silky sheen. A shoe is comfortable and of 
specially tanned leather. A store that can build up a belief in the 
quality of its merchandise is acquiring a clientele that will pur- 
chase steadily from that store. As has so well been said, “The 
recollection of quality remains long after the price is forgotten." 

The price appeal is one that is of interest to almost all people. 
No matter how much style and quality are desired in an article, 
the matter of price may prevent the purchase. So the question 
continually arises, “How much does it cost?” The advertise- 
ments of almost all stores carry a statement of the price, for that 
is a news item which the people want. 

When merchandise is being offered at an unusually low price, it 
is not sufficient to tell the public of this fact. A reason for the low 
price must be given, for otherwise the public will be suspicious 
of the offering. A low price may be the result of a bargain pur- 
chase from the manufacturer; it may be because of the large 
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volume purchased by the store; it may be to clear out some 
seasonable merchandise. When the public is told the reason, the 
low price seems more plausible and no suspicion with respect 
to the offering arises. 

The iastitutional appeal is frequently used It does not tell of 
any specific merchandise but centers the appeal in the store 
itself, its history, its services, and its ideals The object of such 
an appeal is to build confidence in the store and its merchandise. 
A store with such a history, rendering such services and having 
such ideals, is worthy of confidence, is the thought of such an 
appeal. At times, a part of the advertisement is institutional in 
nature and the remainder advertises specific merchandise. 
Institutional advertising may be used to influence customers’ 
attitudes R. H. Macy & Co did an excellent job of this kind in 
convincing its customers of its low prices, its cash policy, and its 
product testing Marshall Field and Company, especially 
during seasonal promotions, also has done fine institutional 
advertising. 

The advertising appeal frequently is built around some special 
event or period of interest to certain customers. Because largo 
groups of people will have common interests toward which the 
advertiser can direct his appeal. In September the opening of 
school supplies an event of common interest to a large group. 
In June, there are graduations and weddings. In the spring, 
many people are interested in gardening July starts the vaca- 
tion season. If the advertiser presents merchandise associated 
with these events, he has at once the interest of the group 
concerned. 

As nearly as possible the advertisement should feature as selling 
appeals the same quality or qualities that the consumers stress 
in the articles. In many instances, however, merchants forget 
this fact. For example, in a study made by a class in sales 
promotion at the New York University School of Retailing, it 
was found that, in the case of women’s shoes, only 9 per cent 
of the women from whom statements were obtained stressed the 
quality of “fashion rightness,” but 31 per cent of the shoe 
advertisements examined placed stress on that quality. On the 
other hand, for this same product (shoes), “physical comfort 
derived from the goods ” was stressed by 43 per cent of the cus- 
tomers but was given special emphasis by only 15 per cent of the 
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advertisements examined. In the purchase of underwear, 28 per 
cent of the customers placed emphasis on the quality of the goods 
for ease in laundering, cleaning, etc , but the newspaper adver- 
tisements showed only 1 per cent emphasis on this pointd The 
factors of chief interest to the customer should be the central 
theme of the advertising and display. 

Planning the Advertisement. — When the merchandise to be 
advertised has been selected, the buyer will write out a descrip- 
tion of the merchandise, giving selling points and all necessary 
information Most large stores have a regular form which the 
buyer uses for this purpose and which he must sign as his verifica- 
tion of the correctness of the information The copy writers 
in the advertising office prepare the copy from this information 
sheet When a buyer has special advertising ability, the infor- 
mation supphed by him may need little rewriting 

Where it is necessary to make an engravmg of the article, a 
sample will be sent to the advertising department for that 
purpose. When the copy is written and the illustrations are 
decided on, a layout of the entue advertisement can be drafted 
The layout of the advertisement together with the copy and any 
necessary instructions is sent to the newspaper to set up. Space 
can be left for the engravings when they are ready. 

When the proof is ready, it is sent to the advertising office for 
correction The proof is then cut into parts so that each buyer 
can be sent that which concerns his department He must 
check this proof for the accuracy of all statements concerning 
the qualities, quantities, prices, and location of the merchandise 
advertised The proof with all corrections is then returned to 
the newspaper which is to make the necessary changes. 

A small store may have one man do all the preparing of the 
advertisement He should spend sufficient time and thought 
to make the advertisement as effective as possible. There is 
just as much need in the small store for a careful study of the 
merchandise to be advertised and for care in seeing that no error 
or misstatement occurs m the finished advertisement. 

Because retail advertising appears day by day, it is usually 
prepared in great haste The advertisement must reach the 
newspaper by a certain hour if it is to be inserted in a specified 

1 “The Consumer Talks Up on Advertising,” Reimhng (executive ed.), 
Jan 30, 1933, p. 4. 
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issue. A great many people in the store contribute toward the 
preparation of the advertisement. This necessitates everyone’s 
doing his part on schedule if the advertisement is to be ready 
for printing on time. Work may begin several days ahead of 
time so that the copy may be written, the illustrations completed, 
the layout ready, and the proofs corrected m sufficient time to 
enter the newspaper day by day. In the case of store-wide or 
departmental promotions, work may be started even weeks ahead 
of the event. 

Copy — The written matter in an advertisement is spoken of 
as copy. It is of great importance; for, in the average adver- 
tisement, it tells the store’s story and gives the customer the 
information she wants about the merchandise. The following 
rules for writing copy are found in Better Retailing, a booklet of 
The National Cash Register Company: 

1. Know your subject. 

2. Use short words 

3. Write short sentences. 

4 Make paragraphs short. 

6. Use big ideas. 

6. Put only one thought in each sentence 

7. Write so that a child will understand it. 

8. Say precisely what you mean. 

9. Be brief. 

10. Be logical 

11. Tell the truth. 

12. Never exaggerate. 

13. Don’t imitate, 

14. Be enthusiastic. 

16 Write to impress the reader, not to express yourself or impress a 
competitor. 

The more knowledge of the merchandise a copy writer has, the 
better material he has to work with in writing his eopy.^ There 
is then less temptation to exaggerate, for he has sufficient facts 
on which to base his copy. If he tells the truth, the copy cannot 
be better than the merchandise and the reader wiU not be led to 
expect what the store does not offer 

The merchant often makes the mistake of assuming that those 
who read his advertising know as much about his merchandise 
as he does himself. It is better to exaggerate the ignorance 

* “Merchandise Facts Boost Success Ratio of Ads,” Women’s Wear Daily, 
Jan. 21, 1941, p. 31. 
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of the reader and then explain carefully. The more simply a 
thing is written, the more people will understand it. This 
requires short words and short sentences. Trying to express 
only one thought at a time promotes the simplicity and ease of 
comprehension. 

To say precisely what one means is not easy for those copy 
writers who are vague in their ideas Such a person would have 
to write and rewrite his copy to get it to carry the meaning he 
wants it to have Being brief is difhcult for some. This fault 
often comes from vagueness in thought Such a person, when 
writing copy, should work it over in an attempt to reduce the 
number of words necessary to tell the story. ^ His readers do 
not have the time or inclination to read useless words. If what 
is said does not seem logical, the reader will doubt the veracity 
of the advertisement. 

Many copy writers fail because they try to imitate too closely 
what others have done. One can profit by the works of others 
and still have a style of one’s own. Enthusiasm is contagious 
and if based on truth is a good quality. Truthful enthusiasm 
will build sales. Again we should remember that the copy 
must be written from the reader’s viewpoint. It may be fine 
literature and it may fill the writer with pleasure; but if it does 
not influence the reader, it is worthless as advertising. The 
ordinary copy writer can profitably spend some time in the 
evenings meeting new people. He can get new ideas from them, 
especially with respect to what they think of stores, of merchan- 
dise, and of the ease of finding merchandise in the various stores. 
These ideas will help him write effective copy. 

The copy must be fitted to the merchandise advertised and 
to the type of reader. What would be suitable for a grand piano 
would not be proper treatment for advertising a sport dress. 
Writing copy for men is different from writing copy for women. 
Many small-town merchants who must do their own advertising 
have studied the mail-order catalogues with profit. Catalogue 
descriptions usually give the maximum information in the 
minimum number of words. 

In large stores, the copy writers are usually specialists in 
merchandise divided into classes upon the basis of the form of 

^ Bushfield, GEOHan I., “Telegraphic Copy,” Printers’ Ink, Mar. 15, 
1940, p 16. 
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appeal.^ For example, in a large department store such special- 
ization might be by the following classes: 

1. Basement raerohandise 

2. Women’s and misses’ merchandise 

3. Children’s merchandise 

4. Men’s merchandise 

6 Piece goods and house furnishings 

Illustration ’ — A Chinese proverb says, “One seeing is worth 
a hundred tellings A picture will attract the attention quickly 
and tell its story at a glance Attracting attention, however, is 
not an end in itself; it is only a means to an end — the arousing 
of sufficient interest in the merchandise to lead to a sale. When 
an illustration shows the article itself, its package, the article m 
use, or the mateiials that go into the article, it not only attracts 
attention but arouses interest in that merchandise. An illus- 
tration should (1) attract attention, (2) arouse interest, and (3) 
lead to action 

The illustration will enable people to visualize the merchandise 
better than would copy alone The copy will give information 
that the illustration cannot give and mil corroborate the infor- 
mation that the illustration conveys. Stores that do not make 
engravings from the merchandise itself must use care to see 
that the mats supplied to it by the newspaper or a mat-service 
organization do not give a false impression of the merchandise 
being advertised. Good reproductions aie esi^ecially important 
in fashion advertising. 

If the illustration is to appear in a newspaper advertisement, 
as most of them do, the engraving must be adapted to newspaper 
reproduction. It also must harmomze with the other parts 
of the advertisement and with the quality of merchandise it 
represents. An illustration ordinarily does not try to show all 
details but eliminates the many unnecessary points. In this 
way, it brings out the features that carry the sellmg story, the 
thmgs that the customer will want to know. Where all the 
detail is left in, the essential points may be missed by the one who 
secs the illustration. It is the work of the artist so to prepare 
the drawing that it will emphasize the important points. 

1 Mazue, Paul M., PHucuples of Orffonizaiion Applied to NCodem Reto/ihng, 
p 114. 
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In some cases the illustration is used for its decorative or 
artistic effect. However, in most cases the store expects the 
illustration to sell specific merchandise rather than simply add 
to the appearance of the advertisement itself. 

Borders and Type — A border is not essential in newspaper 
advertising, for the column lines serve the same purpose; how- 
ever, many advertisements have a border The object is: (1) 
to center attention on the advertisement by separating it from 
its surroundings; (2) to lend an artistic effect. In practically all 
cases the border should be simple; otherwise, it centers attention 
on itself rather than on the body of the advertisement The 
border should harmonize in spirit with the rest of the advertise- 
ment. Where the copy and illustrations are in a light mood, a 
heavy, dignified border would be out of place Stock borders 
carried by the newspaper will be found in a variety of forms 
At times, it may be thought desirable to go to the extra expense 
of having a special border designed for an advertisement or for 
use in all the store’s newspaper advertising 

In the prepaiation of advertising by small stores, the choice of 
type usually is left to the newspaper because the merchant is not 
familiar with the diffeicnt styles and sizes of type. The adver- 
tising department of a large store will include an expert on type 
who will supervise that phase of the preparation of an advertise- 
ment In other stores, someone should become familiar ivith 
the general differences in styles so that the type to be used can 
be chosen wisely fiom the standpoint of effective advertising. 
In general, the type must be easy to read and should harmonize 
with the other elements in the advertisement. 

Layout . — The layout of an advertisement might be called a 
blueprint for the guidance of the newspaper. It shows where 
each piece of copy, illustration, headline, or other element of 
the advertisement is to go Its chief value to the store’s adver- 
tising man himself is that it helps him to decide on the most 
effective manner of presenting his sales appeal. The importance 
of layout from the standpoint of the elfectiveness of the adver- 
tisement IS clearly shown in the following statement by Kenneth 
Dameron:^ 

' Damubon, Kenneth, '‘Advertising Can Do Its Part by Effective Use of 
Space,” Retml Ledger, April, 1933, p. 12 
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The layout of an advertisement determines to a large extent whether 
or not it will be read. . Most readers are not looking for particular 
advertisements, so layout must not only attract attention but sustam 
reader interest If a store has a dozen or more items to be advertised 
and aU are of vaiying importance, how can they be stressed so that they 
will appear in the light order? Wlmt will be the initial impression of 
the reader? Is the advertisement arranged in such a way that the eye 
will follow through, or is it blocked before it has covered the advertise- 
ment? Does the advertisement strike a discordant note or is its arrange- 
ment so pleasing that it attracts the reader? The answer to all these 
questions is in layout. 

If the layout is piepared on a standard layout sheet supplied 
by the newspaper, the layout itself can easily be drawn to the 
exact size of the finished advertisement A line representing 
the border will first be drawn m. The position to be occupied 
by the illustrations will be shown by sketching in the illustra- 
tion, by pasting in a reproduction of the illustration, or by writ- 
ing in the space a letter that also appears on the back of the mat 
or engraving. Headlines and subheads are usually lettered in, 
as are the prices. The space to be occupied by copy is shown 
by a series of equal parallel lines Each of these spaces will be 
given a number or letter The duplicate number or letter will 
appear on the typewritten sheets of copy opposite that unit of 
copy which is to go in the designated space As an added pre- 
caution the first two or three words of each paragraph or unit of 
copy may be written in the proper place in the layout. The 
sheets of copy will be attached to the layout and sent to the 
newspaper. Any mstructions to the newspaper, such as those 
concerning type, can bo put on the layout sheet or on the copy 
paper 

By laying out the advertisement in this way a proper arrange- 
ment can be worked out to give the advertisement a pleasing 
appearance. This necessitates a balance between the different 
parts of the advertisement. Also, attention' must be paid in 
arranging the advertisement to emphasizing those parts of the 
advertisement which seem the most important. It may take 
some study to work out an ariangement that will give both 
pleasmg appearance and emphasis, but the finished product 
will justify the extra effort. 

Enlisting Help of Sales Force. — The effectiveness of the store’s 
advertising will be lessened if the sales force does not do its part 
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to cooperate. A customer may inquire of a salesperson con- 
cerning an article she has seen advertised. When the salesperson 
shows no evidence of having heard of that article, the customer’s 
estimate of the value of the merchandise falls. On the other 
hhnd, if the salesperson says, “Yes, that is a special which the 
hosiery department is offering just for today. You will find it 
in front of the elevators,” the customer is pleased because her 
shopping has been made easier The president of one large 
store sent out a letter to the store’s better customers inviting 
them to come into the store for a special event. The cold 
attitude of the sales force did much to destroy the good will 
created by this letter. 

The buyer of a department should show his sales force how 
they can be better salespeople and serve the store’s customers 
better by having studied the advertising of the store In their 
study of the advertisements, they learn much about merchandise 
and also the location of departments offering the advertised 
merchandise In order to help the salespeople familiarize them- 
selves with the store’s advertising, the store may place each day 
on bulletin boards throughout the stoie a copy of that day’s 
newspaper advertisement. One store had the plan of inserting 
a minor mistake or typographical error in each advertisement 
which its salespeople were to find. To do this, thej'’ had to study 
the advertisement. Other stores send a proof to each depart- 
ment which every salesperson is required to read and sign The 
comparison-shopping departments make it a point to inquire 
concerning articles mentioned in the advertisements If the 
salesperson is not familiar with them, this fact is entered on the 
salesperson’s record in the personnel department and plays its 
part in promotions or in dismissals. The Wilham F. Gable 
Company of Altoona, Pennsylvania, put on a contest among 
their salesmen to discover the extent of their knowledge of the 
store’s advertising. The first one correctly answering each 
question received a new $1 bill,^ 

Advertising Standards. — If advertising is to be successful, it 
must lead the customer or prospective customer to have con- 
fidence in the store and its merchandise. When the advertising 
contains untruths or exaggerations, the customer will quickly 

1 “How Closely Do Stalls Study Own Store Ads?” Women's Wear Dmly, 
Mar. 24, 1941, p. 26. 
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discover them and as a result will lose this confidence, which is 
the basis of the store’s good will. Because of this danger, adver- 
tising men are paying more and more attention to truth in 
advertising and are striving to raise the standards of retail 
advertising as well as those of the other forms. 

The Sales Promotion Division of the N.R.D G A. has devel- 
oped a code of practice for the advertising of retail stores. This 
code states the need of “honesty, sincerity, and candor in 
advertising” and then enumerates specific ways in which these 
can be achieved. It cautions against overstatements and calls 
for simple, easily understood language, accurate and complete 
descriptions of qualities and quantities, and care in preventing 
misleading implications when the advertisement is read. Prac- 
tically all large cities have “better-business” bureaus, whose 
object is to raise the standards of business and advertising 
One phase of their activities deals with retail stores and their 
advertising. The bureau serves as an impartial organization 
to check up on retail advertising. Where adveitising is found 
to be dishonest or unethical, the bureau calls on the store to 
change its piactices. Some of these undesirable practices are 
unintentional and when called to the store’s attention are quickly 
remedied. In other cases the threat of publicity usually causes 
the store to eliminate its unethical practices. When necessary 
the bureau has even prosecuted stores to force them to correct 
their improper methods. Among the results of the work of the 
better-business bureau of one city in one year wore the following : 
retraction of misleading furniture advertising; fake advertising- - 
directory scheme exposed and the promoters indicted; fake 
jewelry and furniture auctions investigated with resulting arrests 
and convictions; necktie-shop proprietor arrested and convicted 
and conviction affirmed upon appeal, for advertising and selling 
men’s rayon hose as sdk. 

Window Display. — The display of merchandise both in the 
windows and inside the store is one of the most important of 
the retail sales-promotional forces.^ Some stores say that their 
window displays are even more important than their newspaper 
advertising A large department-store organization in Chicago 
made a test of the comparative pulling power of window dis- 

1 Edwards, C, M., Jr , and Wm. H. Howard, Retail Advertising and Sales 
Promotion, Chap. 18, Prentice-Hall, Inc , 1936. 
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plays, newspaper advertising, and radio advertising. The same 
item was featured at three different times, in the three different 
ways, and far enough apart to avoid conflict. The pulling power 
of the three forms was shown to be in the ratio of 265 to 215 to 
200, with window displays first, newspaper adverti.sing second, 
and radio advertising third The relative importance of these 
mediums will differ for different types of merchandise. 

Most of the large department and chain stores have recognized 
the great importance of wmdow display and are using the selling 
power of their windows Many stores, however, have failed 
to take full advantage of display in the selling of merchandise. 
Proper store display, both window and interior, has never been 
of greater impoitance than it is today Inability to show 
merchandise because of lack of display space or because of 
improper display has caused many markdowns. 

Because window display is one phase of the selling campaign 
of the store, it must be governed by the policies of the store The 
type of goods sold and the class of customeis to which the store 
is making its appeal affect the window display just as they 
affect the advertising of the store. Both window and inteiior 
displays must be fitted into the general plan of department or 
store-wide promotions 

Like advertising, the window display needs the cooperation 
of the sales force. The window may bring people into the store, 
some of whom are already convmced that they should buy the 
merchandise displayed but a large percentage of whom need 
salesmanship to finish the sale In a small store with few 
windows and few salespeople, it is easy to be sure that the sales- 
people know what is in the windows. Larger stores frequently 
post on their bulletin boards a statement of what is in each 
window Others send this information to the buyer so that he 
can mfoim his sales force Not only should the wmdow display 
and personal salesmanship of the store be correlated, but in 
addition the window-display efforts should be related to the 
advertising of the store. In this connection the display manager 
of one store writing in the Retail Ledger says, “When new, high 
style merchandise is advertised in the newspapers we get an 
immediate response When it is featured exclusively in window 
displays we also get good response. But when these two medi- 
ums are effectively harnessed together to do the same job, the 
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response is four times that of either medium alone " In another 
store the window displays are decided by the display director, 
the advertising manager, and the stylist so that the displays will 
be well integrated with the promotional plan of the store. 

A window display is expected to do the same things as an 
advertisement It must (1) attract attention, (2) arouse mter- 
est, (3) build this into such desire that it (4) will lead to action, 
which in this case means that the prospect will enter the store. 

The “window circulation” is the number of people passing 
by who can see the display. The location of the store determines 
the wmdow circulation The importance of the windows is 
shown by the large percentage of the building rent that is 
allocated to the space used by the windows. Because this 
space IS so valuable, great care should be used to get the greatest 
results possible for the store from the window circulation. In 
many cases the store profitably can make frequent wmdow 
counts in order to check the effect of their displays upon the 
passers-by. A survey of the windows of a number of stores in 
Pittsburgh, conducted by Professor Gordon Grant of the Uni- 
versity of Pittsburgh Besearch Bureau for Retail Training, 
brought out the following interesting points:^ 

Persons passing store windows atop to look at one out of every nine; 
twice as many women as men stop to loolc at windows; night traffic is 
one-third of day traffic but the percentage who stop to look at windows 
at night is 10 per cent greater than duiing the day; there is no outstand- 
ing day for windows, about the same number of people being interested 
in them every day of the week; small intimate windows get more atten- 
tion than large ones; prestige windows apparently get little attention, 
more frequent wmdow counts are needed to determine their value as a 
sales-promotion medium 

The Display Idea . — The first step in building a window display 
is to conceive the idea or general plan of the display Previously 
the nght to use the window has been allotted to the depart- 
ment by a schedule that tries to fit in with the sales-promotional 
plans of the store and to give as many departments as possible 
the use of the windows. The plan should be developed some 

^ “Are Your Windows Stopping Enough Potential Buyers?" Retailing 
(executive ed.), Oct. 17, 1932, p. 9. 
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time before the date of the display in order to have all details 
completed on time. Also, by planning ahead the use of the 
windows, a definite relationship between the windows can be 
planned, provided that such a tie-up between the windows is 
desirable. The display must make the potential customer “ see 
dreams being fulfilled and ambitions being realized ” Then she 
will want to buy. 

In planning the display idea, it should be kept in mind that the 
purpose of the display is to sell merchandise and create friends 
for the store. A display that is an artistic success but does not 
sell merchandise or help build good will is a failure. “Art for 
art’s sake” may be all right in some places; but, in a window 
display, art must be for the sake of sales 

The theme of the window may be centered in an event. The 
Christmas season is an event that offers many opportunities for 
window displays. The merchandise displayed and the decora- 
tions in the window should carry forward the Christmas idea. 
The approach of cold weather centers people’s attention on their 
need for a large variety of articles and offeis the idea for the 
display of all this merchandise The beginning of school. Com- 
mencement time, June brides, vacation time — all offer themes 
for window display. The theme may center in a special sales 
event such as “dollar” day, an anmversai’y sale, or the spring 
opening. The sales-promotional calendar will show a large 
number of special events that may be used as the central idea 
of a window display 

The second type of wdndow display is that for the regular sale 
of merchandise Each day the windows must tell the story of 
the store and display the merchandise that is for sale within 

Preparing the 'W%7idow — Getting the window ready for the dis- 
play mvolves the considering of three points: (1) cleanliness; (2) 
backgrounds; (3) floors Whether the store is a large one wnth a 
separate window-display department or a small one whose 
piopnetor must decorate the 'windows himself, these points aie 
of real importance. 

Absolute cleanliness is essential if the 'window is to have a 
pleasing appearance. This means cleaning the window glass 
both inside and out before the display is put in the -window. 
Because dust, soot, and flyspecks quickly accumulate, it pays 
to repeat this cleaning each morning Stores in some cities 
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find it necessary to clean the glass even more frequently The 
floor of the window should be thoroughly cleaned, and polished 
if of wood, before the display is built and should bo dusted when- 
ever necessary The same care should be given the background. 
After the display is built, the merchandise and window fixtures 
must be kept clean 

Some windows are open at the back so that the interior of the 
store as well as the merchandise in the window can be seen by 
passeis-by How'cver, the average window has a background 
Closing a window in this way has two advantages. (1) It centers 
attention on the interior of the window (2) It helps to keep 
dust and dirt out of the window. 

Backgiounds are of three types: (1) permanent, (2) semi- 
peimanent; (3) temporary. A permanent background is of 
wood, composition, or mirrors. It should be so planned that it 
will assist in displaying the merchandise placed in front of it 
A simple background is usually better, for it does not attract 
attention aw'ay from the meichandise. A neutral shade will 
permit the display of both light- and dark-colored merchandise 
A mirror background has the advantage of showing the back 
of the merchandise as well as the front. It is used for this 
purpose by some women's ready-to-wear shops. It also gives 
an impression that the window is on a larger scale than it really 
is. However, the attention given by the customer to her image 
in the mirror background often leads her to overlook or ignore 
merchandise in the window. Because of this feminine trait 
many stores have eliminated mirror backgrounds. 

A semipermanent background is one that is built for a period 
of time, such a season, but that will be replaced at the end of that 
time. 

Temporary backgrounds permit greater flexibility of treat- 
ment They can be changed to fit the theme of each display 
Such backgrounds may be made of composition board which 
can be treated to resemble almost any material, paper, draped 
cloth, or some merchandise such as rugs. The color can be 
adjusted to fit the merchandise. Elaborate scenic effects can 
be painted on temporary backgrounds to give atmosphere to the 
merchandise displayed. If these temporary backgrounds can 
be used more than once or can be redesigned for further use, it 
will mean a considerable saving in this expense item. 
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Floors are of different materials Hardwoods, composition 
boards, pattern linoleums, tile, and carpet are the most common 
flooring materials. The floor, hke the background, must fur- 
nish atmosphere or center attention on the morchandise itself 
Arranging the Merchand%se .' — The amount of merchandise to 
be included in a window varies with the typo of window. For 
the average window, sunplicity should be the lule and over- 
crowding should be guarded against. It is easier to center 
attention on a few items As the number and variety increase, 
the passer-by is confused and unable to get the store's message. 
Especially should the store that is building a reputation for 
style and quality stress simplicity in ariangcment 
Stores that make a price appeal or sell articles of small size 
and unit value frequently use a mass-appeal window In such 
a window, large quantities of merchandise may be shown — many 
units of the same article or a number of groups of related articles. 
In this type of window, as in any other, if them am many unre- 
lated articles, none of them will command attention unless 
ingenious ways of showing quantities of meichandise are worked 
out. 

Every window should have a focal point or center of attention. 
This IS the feature that carries the sales message most cleaily. 
The rest of the window assists it to do so This center of atten- 
tion may be an article of merchandise, a wdndow card, or even a 
background in a window that is showing the services of the store 
rather than trying to make a sale of specific merchandise 
There must be balance in the window if it is to be pleasing 
to the eye. Balance is of two types, bisymmetric and occult 
Bisymmetric balance is the placing of equal objects at equal 
distances from the cpnter so that a line drawn vertically through 
the center will equally divide the weight. Weight may mean 
size, number of units, color, or depth Occult balance secures 
the balance by arrangement rather than by symmetry The 
weights on either side of the vertical line are unequal, but there 
is an effect of balance due to the arrangement of the various 
things making up the weight. Occult balance is less formal 
than bisymmetric balance. 

The colors shown in the window must harmonize with each 
other. Clashing colors will destroy the effect of the window for 
the average person. To aid the natural sense of color harmony, 
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charts have been prepared to show how to combine colors, 
shades, and hues for pleasing effect. 

The merchandise in the window must be so placed that it will 
be easy to see. If too low or too high, the article may not be 
seen. Ordinarily, the smaller articles in a window are near the 
front with the larger articles towaid the back. With such a 
general arrangement, both can easily bo seen from the front 
of the window. Each article should be placed so that the view 
of it IS not obscured by another article and so that it does not 
hide any other merchandise in the window. 

Practically every display wiU require some fixtures. These 
are for service and not for display, because the merchandise, not 
the fixtures, is for sale. The tendency is towaid simplicity and 
seiviceableness in fixtures A stoie that does not have a varied 
line can improvise boxes and boards and make many simple but 
effective fixtures of its own 

The average window display calls for price cards, for the 
average person must consider price m making a purchase Such 
cards, however, should be of artistic appearance and not too 
large. In this way the price news is given, and yet price is not 
overemphasized. A store that has an exclusive atmosphere may 
feel that the price element is detiimental and so omit such cards. 
Other stores that normally use price cards may omit them in 
certain displays such as those for a spring opening where style 
is such a dominant factor. Others place a card noar the merchan- 
dise giving information other than price about it, such as style 
news. Some large stores will place a card in the window telling 
what department carries thi.g merchandise and where it is located 
in the store 

Lighting — The proper lighting of a display window is an 
important factor. The attention value of a well-lighted window 
has been proved time and again. People are attracted by lights 
and like to walk past brilliantly lighted store fronts. Tests have 
shown that people not only prefer to wallc where there is plenty 
of light but will also stop to look into the windows 

The length of the working time of the windows is increased in 
this way. The windows are working for the store not only during 
the day but also during the evening hours. Many sales are 
started during tins time. Well-lighted windows increase the good 
will of the store, for they are pleasing to the passers-by. 
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It is best to have the permanent lights in a window installed by 
one who is skilled at that work. There are three things to be 
remembered in making such an installation: (1) to have sufficient 
light; (2) to conceal the lights as far as possible; (3) to have no 
shadows in front of or on the merchandise. 

Because diffeient kinds of merchandise and different types of 
window require different lighting, the lighting should be carefully 
planned. When the lights arc concealed, they cannot shine in a 
person’s eyes Shadows in front of or on the merchandise make 
it harder to get a correct idea of what the merchandise is like 

Colored lights and spotlights are frequently used in a window. 
These should be used with care, for certain colors in the Ught will 
change the color of some merchandise. 

Duration of a Display — Displays should be changed frequently 
Seldom is a display worth keeping more than a week A change 
twice a week is even better. There are three reasons for a 
frequent change (1) The display has more news value. (2) 
There is le,ss chance of damage to merchandise displayed (3) 
More departments are given a chance to use the windows. 

A window, like a newspaper, quickly loses its news value 
If it has been seen before, it does not attract attention ^ When 
merchandise remains in a window any length of time, it is likely 
to become soiled and unfit to return to regular stock 

A Southern store selling women’s ready-to-wear merchandise 
on a cash basis has an interesting plan of using an ever-changing 
window-display program instead of newspaper advertising to 
draw customers. Four of the 10 windows in the store are 
changed daily, leaving 6 windows open at all times for a con- 
stantly changing senes of displays of dresses, coats, millinery, 
underwear, shoes, and accessories. By using the store’s windows 
for this type of “spot” advertising, the merchant has formed a 
habit in the minds of shoppers of making a point of examining the 
windows 

Interior Display .^ — The display of merchandise within the 
store has a threefold aim: (1) to give a pleasing general impres- 
sion; (2) to help the salespeople make the regular sales; (3) to 
suggest additional sales. People like a pleasing interior just as 

‘ One store dresses its windows during the daytime in order to attract the 
attention of the public. 

’ Edwabos and Howard, op, cit., Chap. 19. 
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they lilce an attractive window Where the interior is neat, 
well kept, and attractive in appearance, the customer gets a 
favorable impression upon entering the store. Women, espe- 
cially, are influenced by an attractive store interior, and because 
women do such a large part of the shopping tlie merchant must 
try to please them. 

Window displays may bring customers into the store, but 
much of the actual selling depends upon the interior display 
Many times, customers want the merchandise out of the windows 
because it looks so much better in the wmdow than on the 
counter or in the case. Such a situation shows a weakness m 
store display; the two types, window and interior display, must 
be equal in effectiveness. 

A well-designed interior display is a great help to the sales- 
people It answers many questions about the goods bettor than 
they could be answered by the salesperson; also, by watching 
the customer’s leaction to various displays an intelligent sales- 
person frequently can more easily close the sale 

Merchandise displayed throughout the store results in sug- 
gestive selling. When one is buying shirts, a display of neckties 
suggests to him the need of this additional article. Well-planned 
displays of related articles will add mat,crially to the sales volume. 

Interior display has an advantage over window display in 
that there is much more room to show merchandise. The 
entire selling interior of the store can be used to make an eye 
appeal to the customer. In this way, practically all lines can 
be making their appeals to the shopper. 

Interior displays are governed by practically the same princi- 
ples as window displays They, too, must bo arranged attrac- 
tively and kept in a neat condition. Frequent changes add to 
their news value. 

For special occasions such as the Christmas season the interior 
will be decorated to fit the occasion. Tins adds to the store’s 
power of attraction and helps give the atmosphere that the store 
hopes will lead to sales. 
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RETAIL SALESMANSHIP 

Changing Attitude toward Salesmanship. — There has been a 
decided change in the attitude toward retail salesmanship in 
the last 75 years This change has gone hand in hand with the 
changing concept of ethical standards in business What was 
once the accepted and expected thing in retail selling would now 
be considered not only unethical but positively ruinous to the 
store that attempted it The realization of this relation between 
old-fashioned salesmanship and loss of customers is no doubt 
the chief reason why a new salesmanship has come into existence 

At one time, Caveat emptor (Let the buyer beware) ruled the 
sales transaction of the store. This convention was based on the 
false assumption that a good sale is one in which the store gets 
the advantage of the customer. That is, the store sold the 
customer something she did not need, or in too large a quantity, 
or at too high a price, or deceived her concerning the quality of the 
merchandise. It was the customer’s job to discover this before 
the sale was made ; m fact, if she was not able to discover and so 
prevent such an action on the part of the store, she deserved to be 
cheated, according to these standards As a result, every 
sale was a contest between the salesperson and the customer 
to see which could got the advantage of the other. Each was 
attempting to cheat the other After the sale was finally made, 
the matter was ended. If later the customer discovered the 
merchandise did not measure up to what the store had said about 
it, there was no use m taldng the matter up with the store. The 
store would tell her “A bargain is a bargain” and “There is no 
use in crying over spilled milk.” 

John Wanainaker is given the credit for being one of the first 
merchants who were shrewd enough to see that such salesmanship 
is poor policy on the part of the store, for the very nature of such 
selling brings the store and its customer into combat with each 
other. Mr. Wanamaker adopted the revolutionary practice of 

onn 
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printing the actual retail price on the goods where all could see 
and understand. He also instructed his sales force to represent 
the goods as they actually were and said that, if a customer was 
dissatisfied with the merchandise, she could return it and get her 
money back. His competitors prophesied that such a policy 
would rum him Instead, we find that it was the bcginnmg of a 
new era in retailing. 

Today Caveat emptor has given way to a policy of customer 
satisfaction The salesperson is trying to serve the customer, ^ 
to give her the merchandise that will best fill her needs, to see 
that she gets value for her money. The old combat has given 
way to a better relationship. Instead of trying to cheat the 
customer, the salesman is trying to help her buy merchandise 
that will best satisfy her needs With this change on the part of 
the salesman, there has come about a corresponding change in the 
attitude of the customer toward the salesman She now has 
confidence in what he says and in the merchandise he is display- 
ing Such confidence can be maintained only as the customer 
continues to receive satisfaction in her dealings with the store’s 
sales force 

This confidence is of great value to the store and should be 
carefully guarded. It makes selling easier and quicker. The 
Rotary motto “He profits most who serves best” should be the 
motto of every salesperson. 

Importance of Retail Selling. — It has frequently been said 
that the retail store is the neck of the bottle of distribution. 
When it does not function properly, all the rest of distribution is 
blocked. If this is true, then the retail salesperson becomes of 
supreme importance to successful and efficient distribution, 
because it is through him that the retail store has its contact with 
the ultimate consumer. In few lines of business is the human 
element so important as in retailing, for here very little reliance 
IS placed in mechanical power. The importance of human 
power in retailing is shown by the fact that the pay roll is the 
store’s largest expense item. 

Salesmanship is one of the biggest problems of a retail store. 
This has been true in the past and will no doubt be true in the 

‘The new employee at Gimbel’s is told, "Just remember, the only real 
'boss' m this store is the customer, who believes that Gimbel’s is first in 
Philadelphia, and it is up to us to see that this reputation is maintained.’’ 
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future. Goods “well bought" must be well sold. To a great 
extent the sales force is responsible for the success or failure of a 
store. ^ It is the salesperson who comes in personal contact with 
the customer He is the host who receives the store's guests 
The store gets the praise if his service is good and is blamed if 
his service is bad. A poor attitude on the part of the sales force 
can destroy the good work of the buyers and all the unseen 
forces of the store that have brought the merchandise to the 
salesperson’s hands. Likewise, a proper attitude on the part 
of the salespeople will be the crowning factor in the attempt of the 
store to serve its customers. 

Because the salespeople are the part of the store’s personnel 
that the customer sees, it is not surprising that she judges the 
store by them For this reason alone the store must pay the 
greatest attention to securing the right type of salespersons, 
giving them the best of traimng, and seeing that they are con- 
tinually inspired to consider themselves the store’s ambassadors 
m all dealings with the consuming public. One of the best ways 
to increase the number of customers is to lose fewer of them 
The salesperson can play his or her part in this respect by serving 
customers in such a way that they will continue to desire to 
trade in that store. 

The largest single item in a store’s expense budget is the cost 
of personal salesmanship. This is another reason for the impor- 
tance of retail salesmanship. If selling can be made more 
efficient, this item can be rcducnd as a percentage of sales. In 
respect to salesmanship a,s an exiiense item, then, a merchant 
should studjr retail salesmanship m an attempt to make it more 
efficient. He .should try to increase the amount of the average 
sale, to increase the sales volume of each individual salesperson, 
and to utilize fully the time of the sales force. 

^ Speaking of the importance of the letail saleeperson, Louis E. Kirstein, 
Vice-president, Mone’s, Boston, says, “He oi she' 

"Can make your store a good one or a poor one, m the eyes of 
the customer. 

“Can supplement or almost entirely nullify the value of the millions you 
spend for advertising. 

“Can affect the efficiency of youi buying staff to a tremendous extent. 

“Can lose your sliirt foi you on your bottei goods or can make your store 
headquarters for fine things . , ” 

“Worry Won’t Cut Expenses,” Retailing (oxooutivo ed,), May 15, 1933, p 2, 
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If a salesperson feels a real pleasure in retail selling, it is easier 
to build up a belief in its inipoitaiice A salesperson should look 
on his position as a means of bringing happiness into the lives of 
others thiough helping them fully to satisfy their needs A child 
comes into the store to spend his gift money, a mother is trying 
to make her money cover the needs of her family; a man is 
wanting an outfit for a fishing trip; the young girl is purchasing 
some clothes for a trip South. Helping each of these people to 
spend money wisely in the attempt to select the merchandise 
that will best satisfy his needs should give the salesperson a real 
pleasure. If it does not, he is not of the best type and is missing 
one of the rewards of his position. Only as he gets a genuine 
pleasure out of his work is he in a position to do his best. 

Three Factors in Selling. — Retail salesmanship is made up of 
three elements (1) the sale,sman himself; (2) his merchandise; 
(3) hiB customers Each of these will be studied separately 
A retail salesman should study his own pioblem under these same 
headings 

In making such a study, one should start at home, the sales- 
man himself comes fiiat This involves a study of his appear- 
ance, ins health, and his personality. It is essential that the 
salesman make a good impression on those with whom he comes 
in contact To do tins, not only mu.st ho make a pleasing 
impression, but also he must uispire confidenc'^ 

If he is to inspire confidence, he must have a knowledge of his 
merchandise. Then he will know the qualities possessed by the 
merchandise he is selling and thus can point them out As 
questions are raised, he will have at hand the information wanted 
and will not need to invent an answer. 

He must know his customers if he is to be able to make and 
hold a clientele Different people take different attitudes and 
have different viewpoints m purchasing mercharj^se The 
salesperson should be able to see these differences and to adjust 
himself and the presentation of his merchandise to fit his differing 
customers Although these differences make retail selling more 
difficult, at the same time they prevent it from becoming monot- 
onous The human factor is a variable one and makes each sale 
a little different from the others, thus, to deal with it successfully 
requires continual ingenuity on the part of the retail salesperson 

The Salesman. His General Appearance. — Although clothes 
do not make the man, yet they do proclaim Mm. A salesman should 
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pay attention to his personal appearance because of the impres- 
sion that it gives. “ Clothes reflect personality whether we want 
them to or not.” People naturally like to trade with an indi- 
vidual who is neat and clean in appearance. Fortunately, this 
does not necessitate expensive clothing. However, if a sales- 
person’s money for clothes is limited, first attention should be 
given to busmess rather than to “party” clothes. The clothing 
should be of good quality and conservative in appearance No 
flashy or extreme-style clothing should be worn, for such clothes 
not only indicate poor taste on the part of the salesperson but 
also tend to center attention on the individual rather than on 
the merchandise. Because some people do not know what is 
businesslike in appearance, many stores have laid down regu- 
lations concerning dress, and others have provided for uniform 
clothing for the sales force. 

Some salespeople have objected to such uniform dressing, 
feehng that in some way it is degrading. This is not the ease, 
it should rather be consideied a mark of distinction, just as 
nurses or soldiers look upon their uniforms as something that 
distinguishes them by settmg them apart from the re,st of the 
world. Because men are more inclined by nature or custom 
to dress conservatively, the dress regulations are generally for 
the saleswomen. 

Having a pleasing personal appearance, then, necessitates 
appropriate clothing which must be kept clean and neat It 
also means that the shoes must be shined and neat. The hair 
must be combed and well kept. Special attention should be 
paid to the hands, for they handle the merchandise and so are 
called to the customer’s attention They should be clean 
and have a well-kept appearance. No perfumery or hair tonic 
of a pronounced odor should be used by the salesperson. 

Attention should be paid to personal appearance not only 
for the impression it makes upon others but also for the effect 
it has upon the salesperson himscK, The knowledge that one 
is properly groomed is bound to give confidence to the salesman, 
for he knows that his personal appearance will not detract from 
his ability to serve the customer properly Clean hands, well- 
pressed clothes, shoes that slune, and well-combed hair help in 
giving a good first impression. 

If a salesman is to do his best, he must be in good health. 
There are notable examples of people who, in spite of poor 
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health, have been successful; but these are the exceptions. The 
average person is under a distinct handicap if he does not have 
good health. He does not have the same amount of energy to 
throw into his work. He is also more likely to become irritable 
in his dealings with other people Because competition is keen 
and modern business calls for our best, the salesperson should 
guard his health so that he will be able to give his best efforts 
in his selling work. 

The salesperson must not let Ms out-of-business hours incapaci- 
tate liim for work. A proper amount of sleep, some physical 
exercise, regular eating of wholesome food and not too much 
of zt are ways of guarding health. It is incorrect to assume that 
health is an accident. Right living will go a long way toward 
giving one the necessary health foi the demands of business. 

Correct carnage is not only an aid to health but an important 
factor in one’s appearance. It keeps one’s vital organs properly 
placed and so promotes the general health. It likewise gives 
to others the imprc.ssion of good health. No matter what care 
is given the clothes, one’s appearance cannot be good if the 
posture is poor. Holding one’s head eicct, the shoulders back, 
and the stomach in are habits that can be acquired 

Essential Qualities of the Salesperson ^ — There are nine qualities 
ihat a successful retail salesperson should possess: 

1. Enthusiasm 5. Dignity 

2 Courtesy 6. Taot 

3. Loyalty 7. Poise 

4. Attentiveness 8. Honesty 

9. Imagination 

At one time, enthusiasm was considered the chief pierequisitc 
of successful selling. The fact that it has been abused has led 
many to question its value. If enthusiasm is artificial, it wdl 
not be convincing and so will defeat its aim. The shallowness 
of such enthusiasm is easily discovered by the customer. To 
be sincere, enthusiasm must be founded on knowledge of and 
confidence in the merchandise and the store that is offering it 
This requires study on the part of the salesperson. Genuine 
enthusiasm is contagious. If the salesperson can radiate such 
enthusiasm, he will find that his customers also tend to have a 

1 Robinson, O Pbbston, "Meet Forty Top-aotch Salespeople,” Journal 
of Retailing, February, 1941, p. 19. 
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growing interest in the merchandise. When the salesperson 
shows real enthusiasm for an article, the prospective customer 
sees it m a favorable light 

Courtesy is more than politeness One can be polite without 
being courteous. Politeness can be a surface attitude, but true 
courtesy involves a sincere desire to see the other person’s view- 
point and consideration for his feelings In this way, courtesy 
develops tolerance and a willingness to appreciate the other 
person’s ideas. If the salesperson is to serve the customer, he 
must be able to understand her viewpoint. When a customer 
sees that the salespeison is really courteous, she will usually 
respond with the same attitude, for courtesy tends to breed 
courtesy Courtesy is an excellent companion for enthusiasm. 
At times, enthusiasm tends to lead to overaggressiveness on 
the part of the salesperson Wheie this aggiessiveness is 
accompanied by courtesy, it is effective; otherwise, such enthusi- 
asm may seem overdone to some customers. 

A salesperson must be loyal to the store of which he is a part. 
That means that he must do his part in upholding the ideals 
of the store and the organization that is built around those ideals. 
He should not “knock” the store, its policies, or any part of its 
organization before the customers or other people. The store 
personnel should consider itself as a family and should always 
be a unit when facing the general public. When a salesperson 
finds himself unable to maintain such a loyalty, he should leave 
the employment of the store. What has been said of loyalty 
does not mean that the store is above criticism. It does mean, 
however, that such criticism should go through the proper 
channels within the store. If the management of the store has 
the spirit of progress, it will welcome such criticism and give it 
consideration. A tactful presentation of criticism is lilcely to 
win consideration for the criticism and for the one who offers it. 

Attentiveness is another essential characteristic. The sales- 
person’s first duty is to servo his customers; nothing should bo 
allowed to interfere with that duty. As soon as a customer 
enters the department, the salespeison should show a willingness 
to give this customer Ins complete attention. It is extiemely 
annoying to a customer to enter a store or a department and 
find the salespeople busily engaged in conversation among them- 
selves and reluctant to leave this in order to serve him. Between 
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customers the salesperson will be earing for his stock and seeing 
that it 13 in order. Desirable as this work is, it must be secondary 
to the serving of customers 

Different customers call for a different expression of attentive- 
ness It may be apparent that the customer does not wish the 
immediate services of a salesperson. In such a case, attentive- 
ness means that the salesperaon should keep himself in readiness 
to give liis service when the customer indicates a desire for it 
In the effort to be attentive, care should be taken that the 
approach is not too abrupt. Attentiveness must be combined 
with tact. 

A certain amount of dignity is desirable. Selling is a business 
proposition and should be conducted in a businesslike way 
Loud talking on the part of the salesperson is lacking in dignity 
and should be avoided 

Tact is the most essential element in a salesperson Tact 
implies the ability to do and say the right thing at the right time 
Thi.s necessitates seeing things from the other person’s viewpoint. 
In this way, it is possible to meet the situation and do what the 
circumstances require. Because tact smoothes over difficult 
situations, it is not so apparent as is the lack of tact. Lack of 
tact is frequently the result of thoughtlessness — a failure to 
foresee the consequences of one’s words or actions. A self- 
centered person is likely to be tactless. To be tactful the sales- 
man has to step out of himself and constantly view his own 
actions and words from the customer’s angle. 

Aiguing with a customer is tactless; the salesperson who 
argues is opposing the customer rather than attempting to see 
the situation as she sees it. Even when the customer makes an 
incorrect statement about the merchandise, tact must be used 
in correcting her impression. A simple contradiction, correct 
though it is, will in most cases antagonize the customer and make 
the sale harder to close. 

Poise is another characteristic that a salesperson must have.^ 
To have poise, it is necessary to have self-control. The sales- 
person should be the loader in a sale. When he loses his poise, 
he loses his leadersMp. Annoying things may happen in the 
cour.se of a sale, but through it all the salesperson must keep 

» Seo Duncanh, Thornton, ''Solooting the Sales Foice,” Reiail Ledger, 
January, 1935, p. 12. 
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control of himself if he is to be master of the situation. A cus- 
tomer IS more likely to have confidence in a salesman who always 
keeps his poise 

Imagination in a salesperson lets him see how the customer 
can use the product, how it will satisfy her wants Many 
opportunities exist that the average person does not see because 
he lacks imagination to visualize their opportunities. Where 
the salesperson has imagination, he can build for the customer a 
picture of the satisfaction that will flow to the customer from 
ownership of these goods 

Knowledge of Goods. — The average salesperson does not 
have the knowledge of his own goods that he should possess. 
A person has only to lemember his own buying experiences to 
realize the truth of this statement. Or one can compare the 
description of merchandise given in a mail-order catalogue with 
the sales talk of an average salesman to see how lacking the 
latter is in real information concerning the merchandise 

One reason for this unsatisfactoiy knowledge of merchandise is 
that the salespeison does not have a real interest in his work. 
If he had a genuine interest, he would be eager to learn all that 
he could about the merchandise he was selling. He would study 
the articles themselves, read everything that pertained to them, 
and listen to anyone who could give him information concerning 
the merchandise and its uses 

After such information is secured, it tends to become an old 
story The salesperson is so familiar with it that he feels other 
people must know the same things. In this he is usually mis- 
taken, for the customer .seldom knows them. Even when a 
customer looks at an article, there are many interesting points 
that escape her attention. Therefore, the salesperson must not 
take for granted that the customer knows or sees what is in 
front of her. 

The criticism is made sometimes that a salesperson has a very 
limited vocabulary — that everything is “fine” or “nice” or 
"pretty ” At times it may be true that the salesperson does 
not know other words that he might use. In some cases, how- 
ever, an apparently limited vocabulary is due to lack of knowl- 
edge of the merchandise. If the salesperson knew more about 
the merchandise, he would see qualities in it that he might 
mention in selling these goods. The salesperson can increase 
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Ms vocabulary by studying the store’s advertising. As those 
who write the advertisements are careful to choose the right 
words and phrases to describe the merchandise, the salesperson 
can increase his vocabulary with vivid and unusual words that 
will impress the customer and help sell more merchandise. One 
store inaugurated a “word laboratory” to help improve the 
selling ability of the salespeople. 

A customer has the right to expect export advice from a store. 
When she makes a purchase in a shoe store, she can tell whether 
the shoe feels comfortable, whether its appearance pleases her, 
and whether she is willing to pay the price. For most other 
facts, she must rely on the store. For example, for information 
on the quality of the leather, whether it will scuff or crack easily, 
the quality of workmanship, and possible style trends, ^ she must 
of necessity rely very largely upon the store’s judgment. If the 
salesperson is to give the customer expert advice on these matters, 
he first must acquire the necessary knowledge When the 
salesperson does not have adequate knowledge, the customer is 
likely to discover this fact and lose confidence in the store and 
its offerings 

Through lack of knowledge the salesperson may misinform a 
customer concerning the merchandise Whether the customer 
discovers this at once or later after liuying the goods, there will 
be a feeling on the pait of the custoincr that tlie stoic through 
its salesperson was trying to deceive her and “put something 
over on her.” No one wants to trade at the store that does not 
seem honest in its dealings. To protect the store’s reputation, 
then, a salesperson should acquire a knowledge of the merchandise 
he is selling. 

It is by really knowing his goods that a salesperson can teach 
his customers the use and care of merchandise. Some merchan- 
dise has only one use — a desk set, for instance. However, one 
set will be appropriate for a man, another for a woman. One 
set will go well on one kind of desk, and another will not Cre- 
tonne might be used for window curtains, bags, upholstering, 
table covers, and smocks, as well as for many other purposes. At 
times a customer knows the use but does not know what would 
be the appropriate thing to purchase for that use. When the 

1 Wolfe, Gebalbinb, “Fashion Insurance,” Deparlment Stwe Economist, 
Nov 10, 1038, p. 1. 
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customer is purchasing a dresser scarf, the salesperson might 
suggest that it be made of cretonne similar to the hangings in 
the room 

Means of Increasing Knowledge — When the salesperson realizes 
Ins need for knowledge of Ms merchandise, he must then plan 
ways of getting this information.^ One method is studying the 
merchandise itself and observing the various points of the 
material, workmanship, fimsh, etc, A great many manufactur- 
ers publish material giving usable information concerning their 
merchandise. The buyer or educational department should help 
the salesperson get tMs material fiom the manufacturer The 
salesman of the manufactm'er usually can be of assistance to 
the store’s salespeople. The Armstrong Cork Company earned 
information about its merchandise to the retail stores by a 
traveling “sales dime.” Store managers and salespeople were 
gathered at a local hotel in each town for this short course ^ 
Books on the subject and trade magazines in the store’s libraiy 
or in the public libraries will also help a salesperson increase his 
store of knowledge Listening to the comments of customers 
will, at times, tell the salesperson of new uses for the product. 

As a part of his knowledge of merchandise the salesperson 
should know his stock and its location When the salesperson 
apparently does not know whether he has the called-foi article 
in stock or if he does not know where to look to find it, this 
uncertainty makes the customer lose confidence in his ability 
She will be inclined to doubt the statements that he later makes 
about his merchandise. 

In Ms spare moments the salesperson can very profitably 
spend his time studying his merchandise so that he will know 
its qualities and become f amUiar with its location. Some one may 
raise the objection that much of the information gained -will 
never be used by the salesperson Of this, no one can be certain, 
because no one knows what type of question the customer may 
ask. When the salesperson is prepared to give an immediate and 
logical answer, confidence is created within the salesperson him- 
self, and the customer comes to have confidence in him and in 
Ms merchandise. 

^ See “ ‘ Meroliandiae Data' for Salespeople Asked,” Retaihng (executive 
ed.), Jan 21, 1936, p. 11. 

* McCltthi!), Babbaea, "Sales Semmar," Printers’ Ink, Nov. 1, 1940, p 13. 
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A salesperson’s duties involve not only selling merchandise 
but also caring for that merchandise This work includes 
putting the merchandise in order after having shown it to 
customers as well as arranging it when it is first brought into 
stock As the salesperson is caring for his stock, he can at the 
same time be studying it and learning its selling points. 

Selling Points of an Article . — ^Why does a person buy an article 
of merchandise? In order to satisfy a need is always the answer 
Then it is the salesman’s ]ob to study that merchandise to see 
what there is in it that gives this satisfaction, for these are the 
qualities that make it appeal to the customer. For one person, 
it is the exclusive style of the evening gown that makes it satisfy 
her want Durability is the thing that sells the mother on a 
pair of shoes for a child. Playing cards whose figures have 
modern faces appeal to another customer just because the caids 
are different; thus, she is willing to pay the price for this feature. 

The average article has a number of qualities that cause it to 
give satisfaction As the salesperson acquires a knowledge of 
his merchandise, he will discover these qualities. Some of them 
are more apparent than others; some seem more important 
than others. What the important selling points are depends 
on the customer herself, because what seems the most important 
thing about an aiticle to one person may have to take second 
place in some other person’s opinion. It is for this reason that 
the salesperson must study all the various points or qualities 
that yield satisfaction rather than just the ones that seem 
important to him. 

Some salespeople have considered it unnecessary to study an 
article for selling points because the customer can see the mer- 
chandise just as well as the salesperson and so can discover 
these qualities without help But this idea is a mistake. Cus- 
tomers do not always see the things at which they are looking. 
No matter how apparent the quahty may seem to the salesperson, 
it IS quite possible that the customer does not see it. The good 
sewing on a pair of shoes may be evident to the salesman at 
first glance, and yet the customer never notices it. One diamond 
may look like another until the salesman points out the bluish- 
white color of the stone The remarkable matching of the 
grain in the different pieces of wood in a table top may be the 
very thing that gives that table its unusual beauty, but the cus- 
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tomer may not realize this or see it until the salesperson calls 
it to her attention. 

Instead of assummg that the customer sees all these qualities, 
it is better to assume the opposite. In doing this, however, tact 
is needed so that the ignorance of the customer is not emphasized. 
“Doesn’t this remarkable matching of the grain in these differ- 
ent pieces of wood show real art on the part of the workman? 
Think of the great care he must have used to get such perfect 
matching It is just such skill in all phases of the manufacture 
of this table that makes it a thing of beauty and durability.” 
In this way the salesperson calls the customer’s attention to 
these selling pomts while seeming to let the customer discover 
them for herself. He apparently goes on the assumption that 
the customer has, of course, already noticed them. 

When the salesperson knows the selling points of his merchan- 
dise, he can show the customer why one article bears a higher 
price than another Frequently the customer would be glad to 
buy the more expensive article if she could see a reason for the 
difference in price. When the added satisfaction can be seen, 
the price difference becomes of less importance. As has been 
said, a person buys an article to satisfy a need. When the 
customer is shown the extra qualities possessed by the higher 
priced merchandise, she can see how these qualities will give 
her a satisfaction that will recompense her for the extra expendi- 
ture Otherwise, it is only natural that she will buy the cheaper 
article Therefore, a store that wants its salespeople to push 
the higher priced merchandise must see that they are familiar 
with and present to the customer the extra qualities found in 
that merchandise. 

“Sizing Up” Customers. — A. store tries to make buying as 
easy and enjoyable as possible through wide aisles, adequate 
lighting, good elevator service, etc. All this will be lost effort 
if the selling is not good The salesperson should do bis part 
to make buying easy and enjoyable by adapting himself to his 
customers To do this, he must “size up” his customer. This 
is something the average person does involuntarily; when he 
sees a person, ho usually foims an opinion of him. The sales- 
man, however, should do this consciously, should study the 
different types of customer and see how he can create conditions 
favorable for their buying This involves a study of human 
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nature and what different types of people like and dislike. A 
customer is not always of the same type every time she comes 
into the store. The usually calm, pleasant individual may be 
irritable today because she is not feeling well One who is 
ordinarily a critical purchaser may at times be just the opposite 
because her mind is occupied by what seems to her a more 
important matter. Therefore, each sale is a new problem and 
the si2ing-up process must be used each time. 

Ability to size up a customer comes partly through experience. 
By watching the customer’s actions, expression, and appear- 
ance, the salesman can judge her characteristics Some people 
are quick m acting and in ariiving at conclusions and want similar 
reactions on the part of the salesperson. If the salesman is slow, 
this type becomes impatient and displeased with his services. 
Therefore, the salesperson must be quick in serving the customer 
and must be able to present the qualities of his merchandise 
rapidly. 

Other people are deliberate in manner and action and so want 
the salesperson to proceed slowly. They are willing to let him 
go into detail about the merchandise. They cannot be rushed 
into buying but must be given their time to think the matter 
to a conclusion. 

Another type of customer is the one who seems unable to 
reach a conclusion. She seems “sold” on the product, seems to 
desire it, yet will not make the decision to buy. It is the sales- 
person’s job to induce the customer to make the decision that 
she seems to wish to make. One means is to eliminate all but 
the article that the customer seems to want. With the other 
articles out of sight and the attention focused on one, some strong 
sales talk may bring the desired decision. A suggestion such 
as “Is this to be charged?” “Shall I have this sent?” or "I’ll 
call the tailor now to take your measurements” may induce 
the customer to decide to purchase. 

Some customers seldom speak when buying. They make it 
difficult to know what they are thinking about the merchandise, 
for the salesperson cannot get a clue from their remarks Some- 
thing can be learned by watching the facial expressions. The 
amount of time the customer gives to each article may give an 
indication of her interest or lack of interest in the various articles 
being shown her. Asking the customer’s opinion on certain 
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qualities or features of the merchandise may start her talking 
enough so that the salesperson gets an idea of what she likes or 
dislikes about the merchandise. 

Other customers are of just the opposite type in that they are 
very talkative They desire to trade where the salespeople 
seem sympathetic and interested m what the customer is saying. 
With such a type the chief problem is to prevent the customer 
talking herself out of buymg. When the conversation gets 
away from the merchandise, the salesperson must recenter the 
customer’s attention on that merchandise as soon as possible. 
However, this must be done tactfully so that the customer does 
not realize that she is being guided. Although the salesperson 
should show a sympathetic interest in what the customer is 
telling, yet she must not let herseK become so absorbed in it 
that she forgets she is selling merchandise. 

Skeptical customers must be inspired with confidence in the 
store and its merchandise Such customers seem to feel that 
the salesperson is trying to cheat them in some way Wherever 
possible, the qualities of the merchandise should be demon- 
strated, for it is then easier for the customer to believe. In 
this way, certain statements of the salesperson can be proved. 
When the customer has faith in these, it will be easier for her to 
believe other statements. If there are printed data on the 
merchandise or if well-known people are usmg it or recommend- 
ing it, these facts should be brought to the customer’s attention. 
The fact that the use of testimonials has been much overdone 
in advertising has, however, lessened its value for this type of 
customer. 

The knowing customer has the attitude that she knows more 
than the salesperson about the goods and so cannot be told 
anything By playing up to her vanity the salesperson will 
please the customer and make it easier for her to buy. Such a 
customer does not want to be in the wrong in any statement or 
opinion and yet usually is very positive in making statements 
and expressing opinions concerning the merchandise. There- 
fore the salesperson should not try to show her that she knows 
less about the goods than she thinks she does. 

The customer who is “just looking” is a very frequent type. 
At times, she desires to be let alone to inspect the goods. In 
such cases the salesperson can bo near at hand to give later 
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any help that may seem wanted. When the customer seems 
attracted by a certain article, the salesperson can supply infor- 
mation about that article without seeming to attempt to sell it 
to her Many sales result in this way. It is very important that 
the salesperson make this type of customer welcome. 

In sizing up a customer, the salesperson should always remem- 
ber that his object in doing this is to make it possible for him to 
serve her more adequately. If he has pioperly sized her up, he 
can then adjust his selling methods to her particular type. The 
salesperson should never let himself become antagonistic toward 
his customer. Some types may not be pleasant to deal with, 
but it IS not the salesperson’s job to reform them. To attempt 
to do so not only would waste time but would also result in 
many lost sales and displea.sed customers. Seiwice is the sales- 
person’s aim. Proper sizing up of customers permits the sales- 
person to render better service to each. 

Some salespeople are inclined to take advantage of children 
or foreigners. This is poor policy, for it does not build con- 
fidence.^ A salesperson or a store that gives to children and 
foreigners the same degree of seiwicc as it does to others better 
able to take care of themselves develops their lasting confidence 
and so makes not only immediate sales but lays the foundation 
for years to come. 

One of the most promising fields in the retail store of today is 
the training of salespeople to get the customer’s point of view 
and to be really interested in finding just the right article to 
please her. 

Beginning the Sale. — First impressions are of importance and 
so frequently help make or lose a sale. For that reason the 
first few moments of sale should be studied carefully. The sales-' 
person must give the customer the impression that he desires 
to be of service to her. His manner, liis method of approach, his 
greeting, and his tone of voice should all join in showing the 
customer that he finds it a plea.sure to serve her. 

His manner should be pleasant and sincere. No one likes 
to trade with a “grouch.” This is expressed in the Chinese 
proverb “He who keeps a store must have a smiling face.” The 
smUe, however, must not be a veneer. It must spring from a 

* “Get ’Em While They’re Young,” Women’s Wear Daily, Mar. 27, 1941, 

p.39. 
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real desire to serve and from pleasure in that service. Every- 
one respects sincerity, and this promotes confidence in the 
possessor of that quality. 

The salesman's method of approach can show his willingness 
to be of service. If he stands still and lets the customer walk 
to where he is standing, it imphes a lack of interest in that 
customer Rather he should step toward the approaching 
customer. This movement should be eager and not reluctant. 
By such a move, he shows the customer that he is anxious to 
serve her 

The greeting given the customer should be pleasant and 
courteous Good taste would call for a courteous greeting. 
Because some salespeople do not know what is in good taste, a 
store may have a standardized greeting such as “ Good morning,” 
“ Good afternoon,” or “ May I be of service?” If the salesperson 
knows the customer’s name, that should be added, for one 
appreciates being known and given that pemonalized attention. 
So “Good afternoon, Mrs. Johnson” is even better. One 
advantage of the small store is that the owner knows his custom- 
ers and can call them by name. Although the large store cannot 
do this to the same extent, it can do a better job of customer 
greetmg than many are doing at present. “Do you wish some- 
thing?” is a salutation used by many salespeople. Some do not 
consider that a good form of greeting, for it can be assumed 
that the customer wants something or she would not be there. 
Adding “madam” or “sir” to the greeting when the customer’s 
name is not known is in good taste. Using “Mrs.,” “Mr.,” or 
“lady,” as, for example, “Good morning, Mr.,” is not correct. 

The tone of the voice conveys a meaning just as do the words 
used. It should be pleasing and easy to listen to An unpleas- 
ant tone of voice naturally discourages the customer’s enthusi- 
asm. The voice may be too loud, it may be coarse or harsh, it 
may be shrill, or it may be indistinct. A well-modulated voice 
is an asset to any salesman. Some are fortunate enough to 
possess such a voice, but others must train their voices to serve 
them and to convey the message and impression needed. 

The salesperson must now learn the customer’s wants. As a 
rule, when the salesperson greets the customer, she will reply 
by stating her needs. The statement, however, is frequently 
indefinite — “I want to look at a dress” or “What have you 



416 


PRINCIPLES OP RETAILING 


got in pipes?” Immediately the salesperson is confronted with 
the questions as to the size, price, material, style, color, etc., 
desired by the customer. One way of getting the information 
would be to ask the customer; this, however, is seldom the best 
method. It would dismay anyone to face such a barrage of 
questions. When a salesperson bombards a customer with 
questions befoie showing her any merchandise, she is likely to 
think that he is too lazy or too uninterested to show any more 
merchandise than he has to, or else that he is unintelligent, or 
that he wants to get rid of her as soon as possible. These things 
may not be true of him, and he may only be trying to save the 
customer’s time by finding out just what she wants; but he 
usually succeeds in getting nowhere and causes the customer to 
lose inteiest and patience. 

In many cases the customer herself is not sure in her own mind 
exactly what she wants. When she has definite ideas, she is 
likely to state them without any urging A question concerning 
the price that the customer wishes to pay offends some customers 
Moreover, when the customer states a price, it limits the sales- 
person in his offerings. For the same reason, many salespeople 
do not like to ask questions concerning material, color, and style. 
When the customer has committed herself as to her desires, she 
IS less likely to accept other things. 

As soon as possible the customer should be shown some mer- 
chandise. Her remarks concerning these articles will answer 
many of the salesperson’s questions. Placing the actual mer- 
chandise in front of the customer concentrates her attention on it 
and also makes her feel that the salesperson is rendering service. 
Stating some positive quality of the article when placing it in 
front of the customer helps to center attention and arouse 
interest. 

In general, then, the salesperson should avoid asking questions 
before showing merchandise; but in some cases the salesperson 
can be more helpful if he asks a question first, provided that it 
is the right kind of question, one that helps both customer and 
salesperson. For example, when a customer asks for curtains, 
“For which room do you want the curtains?” Or when a 
customer asks for a toy for a boy, “How old is he?” Such 
questions enable the salesperson to give the customer the benefit 
of his knowledge and judgment. Usually, by showing merchan- 
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dise or by asking Just one good question, the saiesperson can 
find out just what the customer wants. 

The Sales Talk. — It has been said that every sale goes through 
four stages^ — attention, interest, desire, and action.® These 
stages exist in the mind of the buyer. The attention is attracted 
to some merchandise, interest is created, and then desire is 
aroused which eventually leads to action, that is, to the purchase. 
In a retail sale, there seem to be exceptions to this piocess. A 
person comes into the store, asks for a certain article, and buys 
it at once. In this case the first three stages have already been 
passed A window display may have led this customer to 
action. An impulsive customer in making a purchase may move 
so quickly from one stage to another that it is assumed she jumps 
from attention to action. However, all people move through 
these four stages. The difference lies in the speed of movement 
and in the fact that not all the stages necessarily take place in the 
store. 

One thing that makes selling interesting is the fact that each 
sale differs from the others. It is this fact which makes the 
salesperson necessary. In cases where this is not true, an auto- 
matic maclune can do the selhng better and more efiiciently 
than an individual. The sales talk must be adjusted to the 
different types of customer, to the way in which they pass 
through the selling stages, and to their reaction to different 
statements made. 

The most important selling point should be mentioned early 
in the sales talk and stressed. It is up to the salesperson to 
judge in each case what will be the most important point in the 

1 Sears, Roebuck and Co. rates its retail salesmen m the following manner: 
Approach to customer, 12 per cent 
Getting oustomer’s attention, 12 per cent 
Arousmg oustomer’s interest, 10 per cent 
Creating desire for the merchandise, 5 per cent 
Inducing customer to decide, 10 per cent 
Suggestive selling to customer, 12 per cent 
Giving receipt, 10 per cent 
Salesperson’s appearance, 6 per cent 
Compliance with store’s system, 13 per cent 
Closing of sale, 12 per cent 
Women’s Wear Daily, Feb. 26, 1941, p. 38. 

* Some writers on salesmanship dmde the sale mto more than four stages 
or steps. 
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eyes of the customer, for this differs with different customers. 
To one customer, it may be price, to another wearing qualities, 
and to another style Frequently the customer in asking for 
an article shows what she considers important. “I should like 
to see an inexpensive steamer tioink.” In this case, price is of 
importance. 

Explaining the uses of an article almost always interests the 
customer, for it shows the ways in wliich an article can give 
satisfaction Nor can it be assumed that the customer under- 
stands these uses, for as a rule she does not. The salesperson’s 
attitude should show not that he considers the customer ignorant 
of these facts but rather that he is recalling them to her atten- 
tion. "This silverware will add a distinctive note to your 
table" helps the customer visualize the merchandise in use and 
so helps build desire. 

The customer will show by her attention the articles in which 
she is mterested If these have been wisely splected by the 
salesperson, they are ones that are suited to the customer’s 
needs. The sales talk can then be concentrated on those which 
have the customer’s interest. 

Mentioning the price of an article is a problem to some sales- 
men. Some of them are afraid to toll the price for fear it will 
spoil the sale. One reason for this attitude arises from the belief 
that the customer has the same financial limitations as the sales- 
person. It IS quite possible that price will not cause the customer 
to hesitate. In most cases, however, it is better to wait until 
the qualities of the merchandise have been explained before the 
price is introduced and then to bring it forward in a casual way. 

How much should be said about an article depends upon the 
type of customer involved. A salesperson can spoil a sale by 
talking too much as well as by saying too little When the 
salesperson talks too little, the customer gets the impression 
that he is not desirous of serving her. If he has nothing to say 
for his merchandise, it might as well be sold by a machine. He 
should give whatever information is needed to advance the 
sale, but this does not require incessant talking. Having received 
the information, the customer may desire to tliink over what 
she has heard. In such a case, only a few remarks as the cus- 
tomer handles the merchandise may be necessary to lead her to 
action. Although it does not seem desirable to have retail 
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salespeople learn a stereotyped sales talk, it may be worth 
while to give them certain tested sales sentences. Experience 
may show that a certain sentence expresses best the sales idea 
and leads to the desired reaction. The average salesperson can 
improve his selling by studying these tested expressions and 
using them in his sales talk. 

Answering Objections. — ^As a customer inspects the merchan- 
dise, she frequently raises objections. It is only natural that 
she would want to know the disadvantages as well as the advan- 
tages of an article. In some cases the objection raised is simply 
an excuse offered by the customer without any real foundation. 
In most cases, however, the objection is a real obstacle in the 
customer’s mind and prevents a purchase unless it can be met 
by the salesperson. Sometimes the objection can easily be 
answered by showing the customer that her fears are unfounded. 

One objection frequently heard is “The price is too high.” 
This may show that the customei has not yet been thoroughly 
sold on the merits of an article. The salesperson has to place 
more emphasis on the qualities of the article that make it worth 
this price It is possible that the customer feels she cannot 
afford to pay so high a price. In such a case, she can be shown 
merchandise in a lower price line When these do not satisfy, 
she may be more willing to accept the higher priced article. At 
times the customer has no intention of buying and so raises this 
objection as an excuse to end the sale. 

One method of meeting an objection is to answer the objection 
before the customer raises it. After the customer has stated an 
objection, it seems to be of greater importance to her and thus 
becomes more difficult to answer. The salesperson knows there 
are certain objections that commonly arise. He frequently can 
adjust his sales talk to smooth over these points so that they 
will never arise in the customer’s mind. “The quality of leather 
used in this pair of shoes gives them a wearing quality that makes 
them not only keep their shape but last longer than a cheaper 
pair.” Such a statement shows a reason for the higher price 
and so tends to prevent the customer feeling that “the shoes 
are too high-priced.” A customer may not realize the difference 
between immediate and long-run economy unless the sales- 
person points it out to her and shows her how the article in 
question is really cheaper when its longer wear is considered. 
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Often, it is desirable to seem at first to agree with the cus- 
tomer’s objection and then lead her round so that she becomes 
willingly convmced of its lack of foundation. “I realize, 
Mrs Sears, that this suit seems to be lather lightweight, espe- 
cially when we compare it with the winter suit you are wearing. 
As you can see, it is of the same weight as a great many of these 
suits we are showing foi our spring trade On a warm spring 
day, you will be thankful it is light and cool.” In this way the 
salesperson docs not seem to contradict the customer’s state- 
ment, but instead shows her that the point in question is an 
advantage rather than an objection. In meeting an objection 
the salesperson must never argue with the customer, for that 
arouses her antagonism. Tact must be used in changing the 
customer's attitude on the point in question 
In some cases the objection is a valid one and so must be 
admitted The salesperson can show the customer the good 
qualities of the article and how these advantages are of greater 
importance It may be that the objectionable feature is not 
present in a more expensive article which can then be sold 
Because certain objections are commonly raised, these should 
be studied and ways of meeting them thought out When this 
is done, the salesman always feels prepared to handle the prob- 
lem. When he has a plan worked out for meeting any objection 
and uses tact in what he .says and docs, he will be able in almost 
all cases to dislodge the objection from the customer’s mind 
so that the sale can proceed to a close. 

Closing the Sale. — ^Action is the closing phase of a sale. Hav- 
ing cleared away the objections that would inhibit action and 
having built up desire by displaying and explaining the mer- 
chandise, the salesman now leads the customer to the point of 
actually purchasing the goods. In some sales, this is easily 
done, for the customer quickly makes up her mmd that she 
desires the article and then buys it. Not all customers purchase 
so readily; a large percentage tend to procrastinate Some do 
this through habit, and others because the sale has not been 
well handled and they have not become thoroughly convinced 
that the article should be purchased. 

The attention of a customer can be focused on an article by 
layulg to one side all other articles, thus leaving only one in 
front of her. The sales talk can be concentrated on this article 
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and its qualities restated. Getting the customer to agree to 
the worth of these qualities may help her to decide. With 
some merchandise and with some customers, it may be desirable 
to concentrate on a small number of the articles rather than 
just one article 

Knowing when to try to close a sale is an art that comes 
through experience. A customer naturally resents having a 
salesman try to get her to buy when she is not ready. There is 
also the possibility that she may be ready to purchase at one 
moment and then become fearful of making a decision the next. 

Some salespeople, when they feel the customer is ready to 
take the article, show by their words that they assume she has 
purchased it. “Shall I have this sent out?” “How many 
yards do you desire?” “I am sure you will be pleased with 
your purchase.” With such means as these, there is always the 
danger that the customer is not willing to be so mfluenced An 
experienced salesperson, however, frequently can help a cus- 
tomer make up her mind by such methods. 

Although the salesman may help the customer to decide to 
purchase, this should be done so tactfully that she feels she is 
making the decision of her own accord. When a customer feels 
she IS being hurried or unduly influenced, she not only resents 
it but IS not likely to be satisfied with the purchase. The sales- 
man always must remember that he is there to serve the cus- 
tomer This duty includes showing merchandise suited to the 
customer’s needs, explaining the merchandise so that she will 
realize it can give her satisfaction, and helping her to make the 
decision to purchase the right goods. In all these phases of a 
sale, he should render expert advice and service. 

Finally, whether the customer buys or not, she is entitled to a 
“Thank you.” One chain store has this rule for salespeople, 
“The customer who doesn’t get thanked gets cheated,” and it 
is a rule that should hold good in all retail stores The “Thank 
you ” should be said not m a singsong, mechanical way but in a 
genuinely sincere manner. The salesperson cannot make it 
sound real unless he actually means it 

Suggestive Selling. — After an article has been sold, it is 
frequently easy to increase the amount of the sale either 
by selling the customer more than one of the article or by 
seUing her a related article. Most salespeople could do much 
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more in the way of effective suggestive selling than they do at 
present.^ 

A customer has just decided to buy a French flannel shirt, and 
the salesman says, "I should suggest that you take three of 
these so that you may always have one freshly laundered and 
ready to wear.” Such a statement will show the purchaser 
the limitations of having only one shirt of that type and can 
easily lead to a larger sale. 

After having bought a shirt, the customer can be reminded of 
neckties. This should be done, not in the usual “would-you~be- 
interested'in-neckties” manner, but rather by some such transi- 
tion as “We have some ties in the new stripe design that go 
especially well with a shirt of this type. I want you to see the 
two together so you can get the effect.” By this suggestion 
the man is reminded of his need for neckties appropriate for 
the shirts he has just bought. 

Another means of suggesting additional purchases is to call 
attention to any new goods that the store has received or to 
special values that it is offering “Here are some silk socks that 
are being offered at a special price just for today. A great many 
people are taking advantage of this special offering.” “These 
gloves were received in the department only this week Our 
fashionist reports that this shade was being worn by a great 
many people at Palm Beach during the season there. You no 
doubt have noticed some being worn by the people who are 
returning now from their stay at Palm Beach.” Such state- 
ments as these arouse new desires and lead to additional sales. 

Suggestive selling offers the retail salesperson a real oppor- 
tunity not only to serve his customers but also to increase his 
individual sales volume. The customer upon whom he is waiting 
is in the buying mood, having just made a purchase; thus, she 
is susceptible to a suggestion to see other things Suggestive 
selling requires both tact and judgment on the part of the sales- 
person — ^judgment in deciding whether the customer will appre- 
ciate such a suggestion and in deciding what to suggest,'® and 

* “She Didn’t Know What She Wanted — Salesperson Did,” WoTnen’s 
Wear Daily, Apr. 8, 1941, p, 12. 

® Domeaiic Commerce reports that small tags tacked on the shelf immedi- 
ately behind each item are used by a Western Drugstore to assist the clerks 
in Beouiing “companion sales.” These tags are used to list the items that 
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tact in making the suggestion in such a way that the customer 
feels the salesperson is trying to do her a favor by anticipating 
her needs In no case should the customer be made to feel that 
any pressure is being brought to bear to induce her to purchase 
additional merchandise.^ If the salespeison can make her feel 
that his suggestions arise from his desire to serve, she will be 
pleased with his interest 

In spite of the many possibilities of suggestive selling, it is 
evident from studies that have been made that many salespeople 
make little or no attempt at suggesting additional purchases. In 
200 stores throughout the country the Willmark Service System 
“shopped” the salespeople to determine the extent of suggestive 
selling being done. Only 8 per cent of the salespeople who were 
approached made any attempt to sell something other than the 
article the customer requested. The 200 stores studied included 
120 department stores, 60 specialty stores, and 20 chain units. 
The department and specialty stores carried ready-to-wear either 
exclusively or in some departments, but food- and drugstores 
were represented in the chain-store units. 

Suggestive Selhng hy Self-service . — An important development 
in retailing is the increasing emphasis on self-service. ^ This is 
really a return to earlier retailing practices of the general store 
and the grocery store where the customer had access to mer- 
chandise and could freely inspect it. In recent decades, both 
fixtures and layout have tended to separate the customer from 
the merchandise. Today the supermarket has started the 
pendulum swinging in the other direction. The supermarket 
has given the customer free access to its merchandise and has 
found that soilage, theft, and breakage have not soared, as was 
predicted. People seem to enjoy making their own selections 

the salesmen should consider suggesting to the customer in connection with 
the item being purchased. They act as continual reminders for all salesmen 
to put forth a little more selling effort and are reported to have resulted in a 
decided increase in sales volume A feature of this plan is that relief clerks 
can employ the system and be as proficient as regular workers. 

1 It IS said that the Standard Oil Company of New Jersey has been able to 
raise considerably the unit sale at its filling stations by merely changing 
the customer approach of their attendants from, “How many gallons do you 
wish, sir?” to “Shall I fill her up, sir?” 

* Collins, KaNNUTH, “The Trend toward Self-service,” Journal of 
Retailing, December, 1940, p, 98. 
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without the help of a salesperson Thus the sight of merchan- 
dise and the chance to handle it and inspect it results in suggestive 
selling of quite a different type than that furnished by the sales- 
person The present trend toward self-service started in the 
groceiy field and has spz’ead to other lines such as apparel until 
now we have entire stores such as R H. Macy & Co. Syracuse 
branch, operating largely on the self-seiwice plan. Such self- 
service selling lessens the need for expert personal salesmanship 
and lowers the selling cost. 



CHAPTER XX 


CREDITS, COLLECTIONS, AND ADJUSTMENT^ 

Shall the Store Extend Credit? — When a merchant is ready to 
start business in a new store, the question of cash vs credit is 
one that must be settled Thcie are also times when a store 
may consider changing the policy that it has been maintaining. 
In preparation for such a decision in either case the merchant 
must consider why he desires to extend credit After seeing 
clearly the object he desires to gain by granting credit, then the 
merchant must weigh the advantages and disadvantages to 
determine their relative importance. On such a basis, he can 
make an intelhgent decision. 

If he looks at the experiences of others, he will see many 
stores that are highly successful m doing a strictly cash business, 
whereas many others are just as successful although doing a credit 
business. The examples of other stores will not be sufficient of 
themselves to guide a merchant 

Whether or not to grant credit depends on its effect on profits. 
At the end of the year will the profit be larger if the merchant 
extends credit, or will the profit figure be greater if sales are on 
a cash basis? No matter what problems arise as the merchant 
debates this credit vs cash question, they all lead eventually to 
the effect on profit To increase profit, then, will be the object 
of granting credit to the store’s customers. A weighmg of the 
relative importance of the advantages and disadvantages of 
credit extensions will give the merchant a basis of knowledge to 
use in deciding whether or not granting credit will increase 
profits.® 

I The student of retail credit mil find additional reading in Theodore N. 
Beckman, Credits and Collections, McGiaw-Hill Book Company, 1939, and 
in Clyde William Phelps, “Retail Credit Pundamentals,” National Retail 
Credit Association, 1938. 

® Some of the aigiiments for and against the use of credit by a store will be 
found m Beckman, op. cit., pp. 101—108 
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There are four advantages to doing a credit business: 

1. It is expected by many customers 

2. It makes their buying easier 

3. It tends to increase sales volume. 

4. It bmds the customer to the store 

A large percentage of the customers in this country buy some 
portion of their merchandise either on a charge account or on 
the installment plan, both of which involve an extension of credit 
In some types of stores the extension of credit is the accepted 
thing and is more or less demanded by the purchasing public. 
Where competing stores are extending credit, a merchant will 
find that his customei-s expect him to do the same unless he 
offers some other advantage to take its place, such as a lower 
price. 

Credit does much to make buying easy for the customer It 
enables her to telephone her needs to the store. It enables her to 
make unexpected purchases while shopping. If the customer 
were limited in her purchasing by the amount of cash m her 
pocketbook, this frequently would mean a great deal of incon- 
venience to her and lost sales to the store. Many impulse sales 
would be lost because the customer did not have the cash with 
her at the moment. Buying on a credit basis also ordinarily 
makes it easier for the customer to return goods or to get adjust- 
ments from the store. If the customer takes undue advantage 
of this, it becomes a real objection to credit sales from the 
standpoint of the store. 

Credit does a great deal to increase the sales volume. Espe- 
cially is this true of merchandise of a Irigh unit value such as 
pianos, radios, furniture, electric refrigerators, and washing 
machmes Many people who desire to purchase these things 
find it difficult to accumulate the necessary amount If the 
prospective customer had to have the entue amount on hand 
before making the purchase, it would mean that there would be a 
much smaller number of these articles sold. Because credit 
makes buying easier, it leads to a greater sales volume not only 
of articles of a high unit value but others as well. 

The opening of a charge account creates a link between the 
customer and the store. Charge customers tend to make addi- 
tional purchases in the future at the store where they have an 
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account. Thus the credit privilege helps build up a regular and 
dependable clientele 

Disadvantages of a Credit Business. — The granting of credit 
presents certain problems to the store Chief among these are 

1 The loss from bad debts 

2. Other costs of credit granting 

3. Possible increase in the cost of goods 

4 Greater capital mvestmont required 

When merchandise is sold on credit, it is exchanged for a 
promise to pay at a later date When that date arrives, there is 
the possibility that the purchaser will be either unable or unwill- 
ing to pay. From some credit customers the store ivill never be 
able to get payment. As a result, the granting of credit leads 
almost inevitably to some loss from bad debts Such a loss 
must be deducted from the expected profits on sales Even if 
credit does result in a greater sales volume, the loss from bad 
debts incurred through a more liberal credit policy may more than 
overbalance the expected profit on this extra sales volume As 
a result, profit diminishes or even turns into a loss. If the credit 
department is well managed, the loss from bad debts can be kept 
at a mimmum The average person is honest and desires to pay. 
Bad-debt losses of less than 1 per cent of sales are found in many 
stores all over the country "It is only the small retailer, who 
will not bother to avail himself of the facilities of the local rating 
bureau, and who extends credit unsystematically, who finds 
credit business too costly to justify its coiivemonce.” 

The granting of credit involves other costs in addition to 
the loss from bad debts In a small store the proprietor must 
spend a portion of his time in decidmg whether to grant credit to 
certain individuals, m keeping a record of all purchases made by 
these customers, in sending out statements, and in attempting 
to collect overdue accounts In a larger store, theie will be a 
person who spends all his time at this work, and as the store 
increases in size there will be built up a separate depaitment for 
credits and collections. The cost of all this work is an extra 
expense resulting from the fact that the store sells its merchan- 
dise for credit. 

It frequently is stated that the store which sells on a credit 
basis must charge more for its merchandise because it must cover 
the cost due to credit extension. In other words, credit increases 
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the cost to the customer This is not necessarily true If the 
overhead costs are spread over a greater volume of sales, the net 
profit may increase without any increase in the selling pnce of the 
merchandise. In those cases where the price of the merchandise 
must be higher because of the extension of credit, the customer is 
usually willing to pay this because of the extia service received. 

One great disadvantage to a credit business from the view- 
point of many merchants is the fact that it calls for a greater 
capital investment. The store has money tied up not only in 
merchandise and fixtures but in accounts receivable as well A 
merchant whose available capital is limited finds this disad- 
vantage a very great one. With a certain portion of his capital 
"frozen” m accounts receivable, he runs into financial difficulties 
in the management of his business Some merchants have 
been unable to continue in business on this account. In a great 
many of these cases a better management of credit extension 
and collection would have prevented such a disaster. How- 
ever, the fact remains that the extension of credit calls for 
greater capital investment 

Twofold Function of Credit Department. — When a store grants 
credit, it does so because it believes that in so doing it will 
increase its profits. No profits are possible unless the store 
sells merchandise. Even then no profits are possible unless the 
customer pays for what he has purchased. Because of these two 
facts, the credit department is faced with two functions which at 
first glance seem to be in conflict with each other. This twofold 
function is 

1. To build sales volume' 

2. To protect profits 

When too much emphasis is put on either of these functions, 
the other will suffer. If the credit department permitted every- 
body to have an account with the store regardless of his or her 
desirability from a credit viewpoint, the sales volume would 
increase tremendously. People would buy in this store who could 
not get credit elsewhere and would buy in larger amounts than 
usual. This is an extreme example, but the pressure to build 
sales volume is always present. 

' Fourteen ways of increasing credit sales is discussed by J. W. Waddle in 
"Developing New Business," The Credit World, January, 1941, p. 20 
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Every time an applicant for credit is rejected and every 
time a customer is not permitted to exceed his ciedit limit, it 
seems that the credit department is standing in the way of greater 
sales volume By extending credit the store permits people to 
buy who otherwise would not patronize itd The public has 
shown that it wants the credit privilege, and what the public 
wants it usually gets; thus, credit is used to build sales volume. 

The second function is to protect profits. Sales volume is 
nothing in itself An increasmg sales volume is worth working 
for only when it increases profits. Therefore the credit depart- 
ment, in workmg to build sales volume, at the same time must 
protect profits. If the credit man considered only the protection 
of profits, he might then grant credit only to those who had the 
highest credit rating. The store’s credit losses for the year would 
in such a case approach zero. But in accomplishing this a great 
many people would be refused credit simply because they were 
not A-1 risks Yet these same people, if properly handled, would 
pay what they owed the store in almost every case However, 
there would be some risk. 

The credit man who is afraid to take a risk will be a stumbling 
block in the way of increasmg the store’s sales. On the other 
hand, the credit man who forgets he is protecting the store’s 
profits will have a high percentage of loss from bad debts, a 
loss that will cut down profits Credit is a service only when 
it is properly extended The ideal credit man is the one who can 
strilce a happy medium. He lets as many people as possible buy 
from the store without getting too large a percentage of loss from 
bad debts.® The proof that this is not easy to do is seen in the 
recognition by stores that control and intelligent handhng of 
consumer credit is one of the most important problems facing 
the retail world today. 

The Credit Man. — In a great many stores the duty of extend- 
ing credit and of collecting overdue accounts is assumed by some- 
one who gives only a part of his time to that work. It may be the 

1 “Every credit department should be considered a credit SALES depart- 
ment — otherwise the credit department is not functioning one hundred per 
cent.” S. C. Lawrence, “A Four-way Challenge to Credit Managers," 
Retail Ledger, February, 1936, p, 9. 

*If he compares his bad-debt loss with that of the average of stores 
similar to his own, he can see whether his figure is growmg too high. 
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proprietor, the manager of the store, the head salesman, or even 
the bookkeeper in some cases Only as a store grows can it have 
one or more people who specialize m credit and collection activi- 
ties. Whether such work calls for iill or only part of a person’s 
time, that person should have certain qualifications to fit him 
for this work. A credit man should 

1 Be tactful 

2. Understand human nature 

3. Have an even disposition 

4. Have a pleasing personality 

6. Be a salesman 

6 Have some knowledge of commercial law 

7, Know how to interpret himself to others 

The retail credit man must have even more tact than one 
occupying a similar position m a wholesale or manufacturiag 
firm, for he is dealing largely wuth people who are unfamiliar 
with business practices. The majority of those he interviews are 
women, and in many cases they are inclined to resent giving some 
of the information requested. As a result, he must be exceed- 
ingly tactful not only in what he says but in his manner. If ho 
can put the applicant at case, she will more freely discuss her 
affairs. To a person unaccustomed to business, the thought of 
meeting the credit man and being interviewed may seem quite 
an ordeal. Therefore, the first thing is to make the customer 
forget that it is an “ordeal” and think of it only as a friendly 
conversation between two persons interested in the same thmg — 
the opening of an account 

Because the credit man is continually dealing with people, he 
must understand human nature if he is to deal with them to 
the best advantage. It is largely through his ability to under- 
stand people that he can be tactful, for such an understanding 
is necessary if he is to see things from their viewpomts Differ- 
ent people have to be dealt with in different ways, especially in 
the collection of accounts. Knowing the treatment each person 
needs calls for a clear understanding of human nature. 

Many irritating things happen to a credit man during the day's 
work. At times the people with whom he deals may try to hide 
the desired information, and they may grow angry and even 
insulting. But, through it all, he must keep an even disposition 
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if he is to be at his best. By keeping his own temper, he makes 
it easier for the customer to control hors 

The credit man who has a pleasing personality makes it easier 
for people to deal with him A pleasing personality is an asset 
in all phases of life but especially so to one who must meet and 
have contacts with a great many people 

Acting as a salesman might not at first thought seem to be 
one of the credit man’s duties. He should, however, contmually 
be “seUing” the store and its policies to all the people with whom 
he deals A customer forms her opinion of the store from her 
treatment in the credit office as well as from that received from 
the sales force. In interviewing a woman who is asking for the 
privilege of a charge account, the credit man has a chance to 
"seU” her on the store as an institution at the very beginning of 
her dealings with that store Even when it is not possible to 
extend a charge-account service to the person making such an 
application, he should still “sell” that person on the store and 
make her desire to trade there on a cash basis 

In the extending of credit and the collection of overdue 
accounts a knowledge of commercial law is invaluable Such a 
knowledge will make the credit man cautious in letting certain 
people have the charging privilege. It will also tell him how 
far he can go in his attempt to collect an account. In many cases, 
it may be better to suffer a loss rather than use the legal means 
open to the store 

The last qualification of a credit man should be an ability 
to interpret himself to others. To succeed he must have vision, 
but unless he can put this vision across to others he fails. The 
lack of this ability is the factor that keeps some otherwise 
brilliant men from success. Good English is a vehicle for mter- 
preting one’s ideas to others As the credit man talks to cus- 
tomers who come to his office, he should be able to explain his 
ideas in clear, concise English so that there will be no misunder- 
standing on their part of the rights and obligations involved in 
this new relationship between the store and its customer. The 
same ability to express oneself correctly is just as necessary in 
any letters commg from the credit man. In fact, the letters 
require even greater skill, for in a conversation the tone of 
voice and manner of the person speaking carry part of the 
message. 
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The Basis for Credit. — ^Whenever a store grants credit, it 
assumes some risk. It is the credit man’s job to analyze any 
application for credit in order to determine whether or not the 
risk involved is one that should be accepted by the store. ^ Char- 
acter, capacity, and capital have long been considered the 
“three C’s” of credit granting They are the three fundamental 
factors to be considered in deciding whether or not a person is an 
acceptable credit risk. 

Character shows the person’s willingness to make payment. 
One way of judging a person's character is by getting his past 
record When this shows he has paid other people promptly, 
has been successful in business, and stands well in his community, 
it indicates a desirable risk so far as this one factor is concerned 
Although character is the least tangible of these three credit 
factors, it is normally the most important one and is susceptible ' 
of being definitely established. 

Capacity refers to a person’s ability to do or accomplish 
things. It is of importance in judging a credit appheant because 
it shows in general his ability to pay for future credit purchases 
that he may make. From the standpoint of retail credit, the 
applicant’s capacity is judged by his ability to earn enough to pay 
for his purchases, the ability to get ahead as determined by 
earning powei, the consistency with which he holds his position, 
or the efficiency with which he conducts his business, if in business 
for, himself. Character and capacity are closely related. It is 
partly because of one’s capacity that he has the character he 
possesses. On the other hand, however, one can have capacity 
without having good character. 

^The retailer will be interested m a rating chart used by the Federal 
Housing Administration to evaluate prospective borrowers 


Per cent 

Character 30 

Attitude toward obligations. , 15 

Ability to pay 15 

Prospects for future 12 

Business history. ... , . . 10 

Batio value of property to annual income 7 

Eatio monthly mortgage obligations to inoome 6 

Associates 6 

Total 100 
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Capital or financial resources is the least important of these 
three factors. As stated in the Fifteenth Census of the United 
States, Summary of Retail Distribution, ^ “It is a characteristic 
of the retail industry that the basis for credit is not capital 
primarily, but character. Retail credit is based upon personal 
background, ability to earn a decent living, and the habit of 
paying bills with reasonable promptness when they are due.” 
A person of character and capacity ordinarily is entitled to credit 
His capital or financial standing will be an aid in determining how 
much credit should be extended to him. Naturally, there is 
ordinarily a close relationship between capacity and capital 
For example, a credit applicant may have lately inherited money 
and so will rate well at present for the capital factor, but he may 
not know how to manage his finances wisely; clearly, both present 
capital and capacity must be considered in judging the applicant’s 
future capital. 

A person’s character shows his willingness and intention to 
pay his bills; his capacity shows in general the ability he will 
have to pay his bills in the future and to what amount; his capital 
is helpful in deciding on credit limits and also shows whether or 
not the store can force him to pay his account if he does not 
voluntaiily do so. 

The Routine of Credit Granting. — The customer requesting 
credit may be one who has been solicited by the store or may be 
one who has voluntarily asked for the credit privilege. Many 
stores actively solicit charge accounts. The membership lists 
of certain lodges, clubs, and societies can be checked with the 
store’s accounts in order to get a list of those people not having 
accounts with the store. A credit bureau, a public-utility 
company, or a transfer company can tell the store of new families 
moving into the town. In a smaller town the list of a store’s 
accounts can be checked with the telephone directory. After 
such a list of possible credit customers is compiled, the credit 
department can make an investigation of their desirability from 
the store’s viewpoint. 

After the list is revised, an invitation can be sent to these 
people to visit the store and request an account. Some stores 
may notify the prospect that an accoimt has already been 
opened for her and that she is free to make use of it. The safer 

1 Pilteeath Cenaua of tlie United States, p. 26. 
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policy is to invite the prospect to apply for the privilege of an 
account. This permits the store to get additional information 
concerning the applicant and places the store in a less difficult 
position if it is finally necessary to reject the application In 
some cases the sales force is encouraged to solicit new accounts 
for the store. If it is not felt wise to permit the sale,sperson to 
urge a customer wliile in the store to ask for an account, for fear 
she will feel that the store is bringing pressure on her unduly, 
the salespeople may be required to do this soliciting after store 
hours. Some stores advertise for charge customers 

A great many accounts are the result of the customer’s volun- 
tary request for this privilege. To illustrate, suppose a cus- 
tomer has just made a purchase. While making out the sales 
slip the salesperson asks if the customer has an account or if it 
is to be a cash purchase The cu.stomcr may say that she does 
not have an account with that stoie but would like to open one 
In some cases the salesperson will then take the customer to the 
credit office where such an account can be opened. Before they 
get there the salesperson can learn the name of the customer 
In this way the ciustomcr can bo introduc.ed by namo, and thus 
this information is given the credit man without the necessity 
of his asking the customer. When the salosperson does not 
accompany the customer to the credit office, the latter should 
be given clear directions as to how to reach the office and for 
whom to ask. 

The application for credit should ho taken in tho credit depart- 
ment rather than on the sales floor or wherever the customer 
happens to be. Such an arrangement ordinarily results in a more 
careful handling of the applicant and make,s possible a hotter 
understanding between the customer and the credit department 
with regard to such things as the credit terms, who is authorized 
to buy on tho account, and similar provisions of the credit 
arrangement. 

Everytliing should be done to put the customer at ease in the 
credit office. This not only makes it more pleasant for the cus- 
tomer but makes it possible for the credit man to get the desired 
information most easily. “He who would make fiiends must first 
show himself friendly” is a good precept for the credit man as 
weU as for the sales force. A simple yet tastefully furnished 
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office gives a pleasing first impression and will command the 
respect of the applicant. 

It should be possible for the interview to be conducted m 
private so that other people will not hear the information being 
given Many people resent having to discuss their credit position 
in the presence of others In many cases the person has been 
invited by the store to ojoen an account Because she is in 
the credit office by invitation, she should be treated as the 
store’s guest. The “third degree” atmosphere should be entirely 
lacking. 

If carried on in a conversational style, the inteiwiew is easier 
from the customer’s viewpoint. This takes more tact and effort 
on the part of the credit man but is worth the extra effort in 
results. When the customer appears to be accustomed to credit 
practices, she may volunteer much of the information desired 
More direct questions can be asked such a person, for she will 
take them as a matter of course. In some cases the applicant 
will be very reticent, and it will be necessary to ask questions 
more indirectly. 

Experience will develop the credit man’s understanding of 
human nature. Some applicants will endeavor to give him a 
misleading impression They assume an air of greater wealth 
and standing than they really possess. The inteiwiewer must see 
through this camouflage Some pretend to be insulted if too 
many questions are asked. This may be to prevent them from 
being asked questions, the answers to wliich would not help their 
credit rating. Others will talk at great length in an attempt to 
cover up certain facts or to sidetrack the interviewer. Still 
others ivill give such indefinite answers that they convey no 
information. In such a case the interviewer must persist in a 
tactful manner until he gets the information he needs. 

When the necessary information has been secured, the credit 
man should thank the applicant for calhng and tell her that the 
store will notify her as quickly as possible concerning her applica- 
tion When an account is opened, a letter of acceptance can be 
sent to the apiilicant at her residence address Some stores 
send a similar communication to the husband at his business 
address. Tins may save the store grief m case the husband is 
not aware such an account is being opened. The verification 
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of the information received should be obtained quickly ao that 
the customer may be notified promptly of the opening of an 
account. 

In some cases, she may wish to make immediate purchases. 
Some stores will not permit any purchases to be charged by the 
applicant until final approval is given to her application This 
frequently results m an inconvenience to the customei, for she 
is likely to defer asking for the privilege of an account until such 
time as she desires to use it. Most stores will permit their 
credit man to use hia discretion in allowing the customer to make 
limited use of an account while further investigation of her credit 
standing is being made. 

In case it does not seem best to give the applicant the use of 
an account, she must be so informed Usually, this refusal is 
made by letter. Such a letter requires much tact, for it must 
notify her of the store’s decision and at the same time “sell” her 
on the idea of buying on a cash or a C O.D. basis. If one store 
finds her an undesirable credit risk, no doubt other stores have 
reached a similar conclusion; thim, this stoie’s refusal to do a 
charge business may not be unexpected by the applicant. Just 
the same the letter should show consideration for the customer 
and suggest that, although the store is at present unable to extend 
credit, it hopes that at some later time this may be possible. 
It should suggest that in the meantime the customer continue 
to buy on a cash or C.O.D. ba.sis. 

In refusing a customer credit, it is better to make a simple 
statement to that effect rather than to go into details of the 
reasons for refusal. The latter course would only lead to an 
unpleasant discussion and emphasize the fact in the customer’s 
mind that the store had refused her credit. The emphasis should 
rather be put on buying from the store on a different basis for the 
present, at least. 

Information Needed — ^Although the applicant for credit is 
asked for different information in different stores, there are a 
number of points that are common to almost all. The first thing 
is the full name of the applicant. It is best to ask for the full 
name in the beginning; otherwise, only the initials or even a 
nickname may be given. The full name is necessary to avoid 
confusing the accounts of people having similar initials and 
surnames. The age of the applicant will usually be an estimate 



CREDITS, COLLECTIONS, AND ADJUSTMENT 437 


by the credit man unless he is in doubt as to the applicant’s 
being of legal age. If the applicant is still a minor, the approval 
of the parents or guardian or in many cases a written guarantee 
by them or some responsible party should be secured. Whether 
the person is smgle or married and who wall be authorized to 
use this account must be learned The present residence address 
wiU be recorded as well as the length of time the applicant has 
lived there If this is a fairly recent address, the previous one 
should be requested. 

What is the applicant’s business or her husband’s business? 
The business address ? What does he do with that company ? If 
tact is used in getting such information, it will not arouse resent- 
ment. If the credit man can remember much of this information 
until the prospect has left, it is better to wait imtil that time and 
then write it down In this way it is easier to maintain the 
conversational nature of the interview and so prevent the 
applicant from feeling that she is being cross-examined. 

Does the applicant own property? Some stores want to know 
its probable value and whether or not it is unencumbered. 

The name of the bank that the customer patronizes should be 
recorded. If the bank has branches, the address of the branch 
where the applicant has her account should be included, also. 
The signature of the applicant will be requested. This can then 
be compared with the signature on sales slips when purchases are 
made. 

References usually are requested. These will include the 
names of other stores where the applicant has an account. Such 
references can be checked quicldy. If the applicant does not 
have credit relations elsewhere, it may seem best to make a more 
careful analysis. Personal references will have to be 3udged ivith 
caution. In giving a personal reference, one naturally gives only 
the names of those one feels will give him a good recommendation. 
Unless the credit man Imows the standing of the references given, 
he cannot judge the worth of their statements concerning the 
appheant. In many cases the store does not use a personal 
reference as a basis for granting credit. They can be used later, 
however, in tracing the customer when the store does not have 
her present address 

Retail Credit Bureaus. — In recent years, stores have learned 
to cooperate with each other in the exchange of credit informa- 
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tion. This cooperation has done a great deal to protect them 
from the habitual slow-pay or no-pay customers To illustrate, 
suppose a person orders a supply of coal from one coal company 
and does not pay for it Naturally, he can get no more credit 
with that firm; but the next fall ho lays in his supply ol coal from 
another company and then fails to pay them Another cus- 
tomer has an account at a certain store but does not pay. When 
he can no longer buy at that store on credit, he goes to another 
store and opens an account there, repeating this proces,s indefi- 
nitely. An interchange of ciedit information among retailers 
enables them to prevent such actions on the part of customers 

Today, most cities and many towns have a retail credit bureau 
which acts as a clearinghouse for its member stores Each store 
supplies the bureau with information regarding the amount of 
purchases and the speed of payment of its credit customers 
When a store requests a report from the bureau on a paiticular 
person, it is given the information that the bureau has, but this 
material is given in such a way that it does not reveal the identity 
of the stores concerned. 

As a rule, this credit information is so kept that it can be 
given to a store at once when it is requested by telephone Some 
stores have telautograph service systems for sending inquiries 
to the credit bureau and for receiving the answers In this 
system the credit inquiries are written on the telautograph in,stru- 
raents set up in the credit department of the store. The inquiry 
is reproduced in written form on the receiving set in the credit 
bureau. Just as many inquiries as the store wishes to make may 
be written one after the other. These inquiries are answered 
with the same amount of speed as if they were telephoned. The 
difference is that the answers are written. Because there is a 
written record of both the inquiry and the answer, the system 
insures the highest degree of accuracy. There is no possibility 
of misunderstanding any of the information as may occur when a 
telephone is used. If any error is made, there can be no alibi, for 
the written record is there — even the handwriting of the person 
who made the inquiry and that of the person who answered it. 

Naturally, for many stores a telautograph system would not be 
practical. Those stores which make enough inquiries of the 
credit bureau to make the telautograph service worth while aro 
findine it of ereat value. In addition to the factor of accuracy. 
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wliich has already been mentioned, the system helps in saving 
time in the credit department of the store. After the inquiry 
has been written, the person making it can turn to some other 
work because there is no need to hold a line for an immediate 
answer as thei e would be with the telephone system 

In some cities the retail credit bureau publishes a rating book, 
m which all people having retail credit accounts are listed, 
together with the bureau’s rating for each individual, such as 
“prompt,” “good but not prompt,” etc Such rating books 
soon become out of date unless they are continually revised. As 
a result, many bureaus feel that it is better to give reports and 
ratings only as called for, because in this way they can be up-to- 
the-minute reports 

A retail credit bureau may be financed in two ways Each 
type of store can be charged a flat rate per year. This rate is 
determined by the amount of service which that type of store 
would use Department stores will be charged the highest rate 
of all, for they make more use of such a service than any other 
type of store. As a rule the rates charged increase with the 
size of the city. The other method of financing a retail credit 
bureau is to make a charge for each report rendered by the 
bureau Different types of report may carry different rates 
Usually the charge to a store is a combination of the two methods; 
the store pays a membership fee, which usually includes a certain 
maximum number of reports, and then pays extra for additional 
reports or for special services. 

In addition to giving credit information on individuals, these 
retail credit bureaus render a number of other services They 
conduct educational campaigns to teach the community to pay 
its bills promptly. Such special events as Pay-up Week are 
conducted also. Such an event sets a definite time when every- 
one is to pay up all back accounts. Through proper publicity 
and by getting the whole community interested, such campaigns 
have been made quite successful. 

Meetings are arranged where members with similar credit 
problems can “get together” periodically and discuss their 
mutual problems. Dor example, the credit men of the various 
department stores in a city wiU meet for an hour or two one day 
each week for discussion. Other groups may meet at the caU of 
the secretary when special problems of interest to the group arise. 
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Most of these bureaus furnish some form of coUootion service. 
Through the national organization, they are able to trace people 
who have moved away from the community. The retail credit 
association of a Southern city opened an adjustment bureau, for 
the purpose of assisting, m a sympathetic way, honest debtors 
who were hopelessly involved to “pool” thoii’ accounts and 
amortize them by making small payments over a long period of 
time, thus preventing garnishment and banlmiptcies and reliev- 
ing the debtor of great worry. 

Identification of Charge Customers. — After a charge account 
is opened, the credit department must devise a system that will 
enable the department to exercise as complete a control over the 
purchases on the account as is practical. Tliis control system 
includes a method of identifying charge customers, when this is 
necessary, and a plan for authorization of charge sales. The 
proper treatment of these two problems requires that a dis- 
tinction be made between “charge-take” and “charge-send” 
transactions. One reason for this distinction is that the time 
element is very much more important in the case of “charge- 
takes,” those charge purchases which the customer wishes to take 
with her, than it is for chaigo purchases which arc to be sent out 
to the customer. Secondly, a distinction must be made between 
the two types of transaction, because the problem of identifica- 
tion of charge customers arises chiefly in connection with “take” 
transactions inasmuch as the customer must be properly identi- 
fied before leaving the store with the merchandise purchased. 
In the case of charge-send transactions, however, the address 
to which the goods are delivei ed and the signature of the recipient 
on the delivery slip serve as an adequate means of identification 

Credit identification includes all methods of determining 
that a customer who is attempting to purchase on a charge 
account is who she says she is. Unless the store makes certain 
that the person has a charge account or is entitled to buy on 
another person’s account, there is considerable chance of fraudu- 
lent purchases. 

Many different methods of identifying charge customers are 
used. In some instances, methods of identification are combined 
with authorization, as will be pointed out below. A number of 
stores use a com, card, or ticket method of idontifleation. At 
the time of purchase the customer presents a numbered coin, card, 
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or ticket which was given to her at the time the account was 
opened A customer may object to carrying such a coin with her 
Another customer has forgotten her coin. Still another customer 
has just lost her coin. In these oases, identification becomes a 
matter of judgment. Ordinarily, these identifiication coins or 
cards not only identify the possessor but also serve to indicate 
authorization to buy within certain limits without the necessity 
of the salesperson’s refernng the purchase to the credit depart- 
ment. When larger amounts are involved, the regular methods 
of authorization must be followed. When coins or cards are 
used as a basis for authorization of certain purchases, the sales- 
people (or doormen) must be kept informed, through daily lists, 
of the lost coins or cards and of those belonging to closed accounts 

Another means of identification is the customer's signature. 
She is requested to sign the sales check, which can then be com- 
pared with the signature on file. 

Some stores give the charge customer a small metal plate which 
bears the name and address of the customer. This plate not 
only serves as identification but in addition can be used by the 
salesclerk for obtaining the correct name and address without 
questioning the customer Ordinarily the plate is made so that 
it can be inserted in a small hand machine accessible on each 
sales counter; a single press of the hand will print the customer’s 
name and address on the sales check. 

Other means of identifying the customer are by recognition 
by the section manager or by the presentation of a letter, license, 
or any other evidence that tends to prove the customer is who she 
says she is 

Authorizing Charge Purchases. — The authorization of a 
charge sale refers to the "0 K.” of the charge transaction by the 
credit department The purposes of authorization are’ (1) to 
make sure that the person has a charge account ; (2) to prevent 
the amount of credit granted exceeding the credit limit estab- 
lished for the account. 

The various methods of authorizing charge-take transactions 
may be classified as: (1) floor authorization, (2) pneumatic-tube 
or cable-system authorization, (3) telephone authorization, and 
(4) telautograph authorization. 

Floor authorization was discussed in connection with identifica- 
tion. Under this system the sales check is authorized by the 
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floor manager and, at times, by the salesperson when she is 
convinced the customer has an account. As previously pointed 
out, this form of authorization is used only for charge-take 
purchases of small amounts. For example, the salesperson may 
be permitted to turn over to the customer packages up to a $2 
limit and a floorman may release merchandise up to $5 without 
authorization from the credit department. This plan saves time 
for both the customer and the store without incurring a largo 
risk. Some stores, however, do not permit the delivery of any 
merchandise to the customer at the time of purchase until the 
purchase has been authorized by the credit department 

In the pneumatic-tube or cable method of authorization the 
sales checks are sent by pneumatic tube or cable carrier to the 
credit department or to an authorization station where files of 
customers’ names and credit limits are kept. If the charge is 
"OK.,” the salescheck is stamped and returned to the selling 
department. 

If telephone authorization is used, the salespeison calls the 
authorizer in the credit department or authorization room who 
has that part of the alphabet in which the customer’s name falls. 
The salesperson gives the customer’s name, address, and amount 
of purchase. The sales slip is placed in a slot in the telephone 
where it is automatically stamped before being released if the 
authorizer passes it for credit The authorizer has the credit 
information arranged before him in such a way as to be able to 
answer very quickly.^ 

Some large stores use the telautograph system of charge 
authorization. In this system the credit inquiry and the answer 

^ One depaitment store using the telephone chai'ge-authorizfttion system 
lists the following advantages of the system, 

1. Saving of authorization time for charge cheeks, (a) Peiiodic checks 
made in various departments of the store show that approximately 20 mo- 
onds elapse from the time the sales check is made out until it is released 
from the slot at the telephone with the credit “O.K.” from the central ciedit 
office as compared with from 2 to 4 mmutes under the previous system 

2, Increase in the amount of actual selling time 

3. Saving of time improves store service from the viewpoint of a customer 

4, Consumer congestion at many counters is mimmiiaed. 

6. Fewer cashiers needed in the central tube room because only cash 
transactions are handled m this department. 

6. System removes a heavy load from the pneumatic-tuho system, 
thereby speeding up cash transactions. 



from the credit department are electrically transmitted in written 
form by telautograph. The chief advantages of the system as 
compared with telephone authorization are that all sorts of con- 
fidential inquiiies can be made and replies received without the 
customer overhearing anything, no telephones are tied up while 
waiting for a reply, signatures or initials of the persons com- 
municating may appear on the slip as a means of fixing responsi- 
bility, and it is possible to transmit a customer's signature to the 
credit department for identification purposes. 

The authority of the regular authorizers is clearly defined 
and limited. If the requested purchase will make the customer's 
account exceed the credit limit or if there is any irregulaiity 
about the request or the account, the case is refeired to the 
“refer authorizer,” who often is an assistant to the credit man- 
ager He either passes the request or else takes up the matter 
with the customer. 

The problem of authorizing charge-send transactions is 
much less difficult, largely because the element of speed is not so 
important The chief methods of authoiizing send charges 
are; (1) preauthorization; (2) delivery authorization; (3) draw- 
back authorization. 

By preauthorization is meant the authorization of the sales 
check before the merchandise leaves the sales floor. In delivery 
authorization the sales chock, which accompanies the goods, is 
inspected and authorized in the delivery department before the 
merchandise is sent out. In the drawback system of authoriza- 
tion, all packages arc released to the delivery department and the 
corresponding sales checks are sent to the central authorization 
section. Thus this system diffeis from the preauthorization and 
delivery authorization systems in that the packages are released 
to the delivery department before the sales checks have been 
authorized. If a sales check is nob approved, the coriesponding 
package is withdrawn, or “drawn back," from the delivery 
department All packages not “drawn back” are considered 
as authorized. 1 

Installment Credit. — Installment credit differs from ordinary 
retail credit fundamentally only in one respect. Instead of 

1 For a discussion of the advantages and disadvantages of this method, 
seo 0 Preston Eobmson and Norris B Brisco, Retail Store Otgamzatton 
and Management, pp. 357-358, Prentice-Hall, Inc., 1938. 
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having the customer pay the full amount of the bill at the end of 
a given credit period, he pays his obligation in fixed portions or 
installments at stated periods as agreed upon at the time the 
installment sale is maded 

The volume of retail sales made on an installment-credit basis 
has reached large proportions in recent years. In 1940 install- 
ment sales were estimated at 5 billion dollars.* For several years 
there has been a weakening of credit safeguards — the volume of 
credit business has greatly increased, the length of the credit 
period has become much longer, the variety of articles sold on the 
installment basis has increased, and installment credit has been 
extended to those of much lower incomes than formerly. It 
would seem safer to have the pendulum swing in the opposite 
direction — toward a more conservative granting of credit.* 

Opimons differ as to the economic and social desirability of 
installment credit and much has been written and said for and 
against sales made upon that basis. However, a conservative 
use by the retailer of installment credit would seem to be sound 
merchandising policy. 


COLLECTIONS 

Connection with Credit Department.--In some cases the collec- 
tion of overdue accounts is handled separately from the extending 
of credit. In other cases, collection is a duty of the credit man; 
this arrangement is based on the theoiy that, because ho author- 
ized the extension of credit, it is his duty to see that the person 
pays what he owes the store because of that extension. 

At the time a person is extended the credit privilege, she 
should be told the store’s terms. If these are clearly stated, 
there will be no chance for a misunderstanding when the store 
tries to collect the account. “The secret of successful collections 
by retailers is to have your customers know you expect their 
payments by the tenth of the month following purchase,” accord- 
ing to a statement in The Credit World. 

iBboeman, op at., Chap 7 

® Mbreiam, Malcolm L. I “Cm rent Developments in Consumer Credit," 
The Credit World, August, 1941, p. 30. 

3 Federal Reserve Board orders, ollootive Sept 1, 1941, place a time 
limit on installment credit as a move toward safer use of that form of 
credit. 
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Much of the good selling work done by the credit man can be 
destroyed by poor collection tactics. Especially is this true when 
a standardized method of collection is used. Each overdue 
account must be treated according to its own merits A customer 
who has had long and satisfactory dealings with the store may 
have let her account become overdue This case certainly 
requires different treatment than that accorded to a new cus- 
tomer whose credit rating was not particularly good in the 
beginning. 

Tact and good judgment are just as necessary qualifications 
for the collection manager as is firmness. On the other hand, 
the mistake should not be made of believing that firmness is not 
desirable A store that has the reputation of enforcing its 
credit terms has the respect of its customers 

It should be the object of the credit department to handle 
its overdue accounts in such a way that customers not only will 
pay what they owe the store but will continue to be customers. 
A customer who has an overdue account at a store may feel 
ashamed to go into that .store and order more merchandise until 
the account is paid. Instead, she goes to some other store to 
[)urcha.se. Wiien she has paid this overdue account, she again 
feels free to trade at the first store. 

By the store's collection procedure the customer may be 
taught to become prompt in paying in the future. ^ In other 
cases, it may not seem best to continue giving a charge account 
to a customer. It then becomes the job of the collection depart- 
ment to soli the customer on the idea of continuing to trade at 
the store but on a cash or a C.O D. basis The statement can 
be made that, although it is impossible to continue the privilege 
of an account, the store hopes that the customer will feel free 
to do a cash or a C.O D. business until the store is again in a 
position to extend the credit privilege. 

Grouping Credit Customers . — A store's accounts might be 
sorted into thiee main groups; (1) prompt pay, (2) slow pay, and 
(3) no pay. The prompt-pay customers are those who pay their 
bills as they come due. If all customers fell into this class, theie 

1 One credit manager stresses the point that 99 per cent of the people 
are honest. Their .slowness in paymg accounts is not due to dishonesty 
but to a disregard for the meaning of prompt payment Hiltoh, Maeie, 
"New Developments in Collections,” The Credit World, May, 1941, p. 16. 
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would be no need for a collection department. However, in its 
effort to build up the volume of sales the credit department is 
justified in extending the credit privilege to many who do not 
prove to be prompt in their payments 

A large number of people will fall into the slow-pay class. 
For various reasons, they do not pay their accounts when they 
become due. Only with proper encouragement from the store 
will they pay. Their degree of slowness varies On the one 
hand, there is the person who pays when he is reminded that his 
account has become overdue At the other extreme is the person 
who will not pay until the store becomes most insistent. 

The third class is the no-pay customer. He is the person who 
cannot be forced to pay. He is not willing to pay and is not in 
such a financial position that the store can force him to pay. 
Such a person quickly builds a leputation for himself which 
forewarns those stores which cooperate in the exchange of credit 
information. 

By dividing the accounts into these different groups, it becomes 
easier to give each its proper treatment. A person who is in the 
prompt-pay class may be treated more leniently than others. 
When such an account becomes overdue, the store may not start 
its usual collection procedure at once. It prefers to wait, on the 
assumption that there must be some good reason why tho cus- 
tomer has not i emitted. Her past record permits the store to 
give her the benefit of tho doubt for a time. 

The Collection Process. — The statement to a charge customer 
of the store should go out promptly on the first of the month. 
This may necessitate closing the books a couple of days early 
each month. The monthly statement then will show the charges 
made to that account during the first 28 days of the month and 
the last 2 or 3 days of the previous month. In this way the 
store’s statement will reach the customer on the first day of the 
month, thus setting an example of promptness. 

The statement gives an itemized list of the purchases charged 
to that account with the dates of purchase. If additional state- 
ments must be sent, such itemized lists are not prepared. They 
simply carry a statement of the balance due. The usual practice 
is to request payment within 10 days. If the account is not paid 
at that time, the next step should depend upon the account itself 
and upon the store policy. 
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The older an account grows, the more difficult it becomes to 
collect.^ The longer a customer waits after she has made a pur- 
chase, the harder it becomes for her to part with her money in 
payment for that purchase. Therefore, the store should be 
prompt in its collection procedure. It gives the customer less 
time in which to think up reasons why she should not pay the 
bill. Possibly basing their policy on this principle, some stores 
begin their collection procedure as soon as an account becomes 
overdue, regardless of the previous standing of the account 
Such a procedure doubtless aids collection, but it must also result 
in an unnecessary loss of good will. 

A plan must be devised for singling out those accounts which 
need special attention. In a smaller store the proprietor or man 
in charge of collections can leaf through the books each month and 
pick these out. As the store grows larger, some automatic 
means of singling out such accounts is needed. 

A depaitment store in the Northwest charges interest on aU 
balances a month overdue unless the customer makes satisfactory 
arrangements regarding payments It states that this unusual 
plan has not resulted in the permanent loss of customers The 
stores in one largo city are charging interest on past-due accounts, 
and the plan is working with httle protest fiom customers. 
Interest starts from the time the account is due (30 days after 
purchase), but it is not applied unless the account becomes more 
than two months overdue. 

The collection process, as a general rule, involves sending 
a second statement followed by a series of letters all aimed at the 
goal of getting payment. If payment cannot be made at once, 
the customer should be led to explain her situation to the store. 
When the store does not know why a customer has not paid a 
bill, it cannot make allowance for circumstances. It is possible 
that unavoidable conditions have arisen that have kept the 

1 A study made by tbe National Retail Credit Association shows the 
chances for collecting past-due accounts are approximately as follows: 

Over 60 days old 89 per cent 

Over 6 months old 67 per cent 

Over 1 year old . 46 per cent 

Over 2 years old. . . , 23 per cent 

Over 3 years old . . . . . . 16 per cent 

Over 6 years old . Practically none 
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customer from paying, no matter how desirous she may be of 
doing so. If these circumstances aie known, the store can malce 
whatever allowances are thought proper 

A series of collection letters contmue to remind the customer 
that ,shc should make payment.^ Repetition will gradually wear 
down a customer’s resistance and often will lead her to pay. 
However, these letters should cari-y an appeal to various motives 
for payment At first a good-natured reminder of the fact that 
the account is overdue may be sufficient. Then an appeal to 
good business practice, to fair play, and to honor may arouse the 
customer to action The appeal to the customer’s regard for 
her reputation will bring some to life. The appeal to fear is the 
least desirable and the last one to be used. If other appeals 
have failed, then it is necessary to use this one In the use of 
this appeal the store should be careful not to overstep itself. In 
threatenmg the customer with certain consequences the store 
must be careful to stay within its rights and to convey its state- 
ments in a legal fashion 

Additional Means of Collection,— -In addition to the letters of 
collection a store may use other means of collection. The tele- 
phone offers an extra channel of approach and is valuable for that 
reason in itself The appeal is different and so strikes the cus- 
tomer from a different diiection. In a case in which another 
letter might simply be thrown in the wastebasket, the telephone 
call succeeds in getting attention. It gives the store a chance to 
talk directly with the customer. The one who telephones should 
have before him all neces.sary information that might be needed 
in the course of the conversation. 

The use of the telephone has three disadvantages. It is 
difficult for the store to prove what was said by the customer. 
She may later deny having made certain statements or may even 
deny having talked with the store’s representative over the 
telephone It is likewise easy for the customer to refuse to 
answer the telephone or to hang up the receiver when she does 
not care to continue the conversation. The most important 
disadvantage of the telephone is the inability to get the money 
at the close of the conversation. Even when the customer has 

^ The possible evil results of the use of form letters is discussed in John W. 
Griffith, “The Form Letter — A CoUeolion Monster,” The Credit World, 
March, 1941, p. 18. 
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decided to pay and so promises, some time must elapse before 
this can be done and in the meantime the customer may change 
her mind. 

Many stores, however, make excellent use of the telephone in 
collecting overdue accounts. The fact that it is a personal 
message, a living voice, induces the customer to pay attention 
when another form letter might go unnoticed. Much of this 
telephoning is done by women. They are more likely to be 
tactful and to command courteous treatment from the party 
at the other end of the line. When the call is for a woman not 
engaged in business, the best time to call is 9.00 to 11.00 a.m., 
the hours that are most convenient for the average woman. 
The telephone call should be brief. Its purpose is to get the 
customer to promise to pay at a definite date. The object of 
the call is not to annoy or to embarrass the customei’, but instead 
to lead her to action and to keep her good will at the same time. 

When letters and telephone calls have failed to bring in the 
overdue money, a personal collector can be sent out to see the 
customer. In a small store, this may mean the proprietor. In 
another store, it may be the credit man or his assistant. In other 
stores, it may be a man employed for that purpose either on a 
full-time or on a part-time basis. 

Such a method of collecting involves greater cost than sending 
letters or making telephone calls. Various types of people have 
been employed as collectois. In' an effort to hold down costs, 
old men and young men just entering business have been used. 
Although the young man lacks experience, he thinlcs more 
quickly, works faster, and is usually a better match for the person 
with whom he is dealing. The hope of advancement can be held 
out to these young men, for personal collecting is a good train- 
ing ground for a collection or credit man. Some stores have 
sent out their salespeople at dull times to collect accounts. This 
has proved successful when the salesperson has been well chosen. 

Because the collector's job is not only to get the money but to 
"sell” the store, such work calls for a high-class person. If a 
store does not feel that it can afford to hire a person of this 
caliber, it can do so in cooperation with other noncompeting 
storas. Between them, they can employ a high-class person for 
personal collection. It is up to this person to determine the 
bptit time and nlace for calhng on each person on his list. The 
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remuneration for a personal collector is usually a combination of 
salary and commission. 

Extreme Measures. — There are certain measures that can be 
used in extreme cases However, such cases should not be of 
frequent occurrence if the credit and collection department has 
been operatmg effectively If there are many cases in which 
legal means must be resorted to in the collection of overdue 
accounts, this ordinarily is due to a failure of the department to 
function properly to date. Statements, letters, the telephone, 
and personal solicitation should collect most of the accounts. 

Even when there are legal means available to collect the 
account, the store may use them only as a last resort or may 
refrain altogether fiom using them. One reason for this lies in 
the cost. If the account is not largo, the cost of using legal 
means to collect it may be so great that it would not be worth 
the effort. In practically every case, if any other means can be 
found for collecting the overdue money, it will be cheaper than 
resorting to legal methods. Another reason is the store’s desire 
to hold the customer’s trade, if not on a credit then on a cash 
basis. This requires the keeping of the customer’s good will. 
When legal means have been used against the customer, it is next 
to impossible to hold that customer’s good will and trade. For 
that reason, any resort to the law will be delayed until the last. 

Because the laws of the various states differ, only a general 
statement of legal means will be made. Bringing suit against the 
person owing the store is one method available. If, after a store 
has secured a judgment against a customer, the defendant 
docs not pay this judgment within a reasonable time, the store’s 
attorney will ask the court for a writ of execution. This is an 
order directing some official, usually the sheriff, to offer for 
sale the property of the defendant so that the judgment as well 
as the court costs may be paid. 

In some cases a writ of attachment may be thought necessary. 
One example would be in case the debtor was attempting to 
remove his property from the jurisdiction of the court. The 
attachment would prevent such a removal until the suit could be 
decided. 

If the debtor docs not have property that can be seized, he 
may have wages or property held for him by another. Garnish- 



CUEDITS, COLLECTIONS, AND ADJUSTMENT 461 


is called the “garnishee.” Ordinarily, this third party is the 
debtor's employer or bank. If judgment is entered against the 
garnishee, he is compelled to use the debtor's property or wages 
in his possession toward satisfying the judgment 

Securing a judgment against a debtor is of value even though 
the debtor does not have property that can be attached. Should 
the debtor later acquire some property, the judgment will then 
be a hen on this property. There is also the fact that a recorded 
judgment stands as a continual black maik on a person's record. 
Only when the judgment has been paid can this be removed. 

When a store considers the possibility of getting a judgment 
against a person or garnisheeing his wages, it must find out 
whether exemptions granted that person by law will make such 
action useless The amount and nature of such exemptions 
differ in each state. Practically all states permit a portion of 
the wages to be exempt. Certain homestead exemptions and 
personal-property exemptions are usually permitted, also. 

There is also the possibility of bankruptcy proceedings. The 
National Bankruptcy Law states the conditions under which a 
person may be judged a bankrupt. As a rule a store receives 
only a small percentage of its claim against the bankrupt in such 
a proceeding A composition settlement between the bankrupt 
and his creditors is in the nature of a compromise agreement 
In return for a partial payment of claims the creditors aclcnowl- 
edgo this as being payment in full. This may be more satisfac- 
tory than carrying the bankruptcy proceedings to a conclusion. 

ADJUSTMENTS 

Problem of Returned Goods. — In some stores, complaints and 
adjustments are handled by the credit and collection department 
Dissatisfaction over some purchase or service of the store may be 
the reason given by the customer for her delay in paying her 
account. An outstanding cause of adjustments is the policy 
followed by most stores permitting the customer to return mer- 
chandise The returned-goods problem is more difficult for 
those stores selling on a credit basis for credit purchases are 
more likely to be leturncd than cash purchases. 

Many years ago, Marshall Field and Company adopted the 
policy “The customer is always right.” When she desired to 
return merchandise to the store, her statements were accepted 
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as correct and the return was permitted Such a policy did a 
great deal to build confidence in the store and its merchandise 
The average person is honest and wants to deal fairly with the 
store There are some, however, of a different type. That 
losses due to the latter type are more than balanced by the good 
will developed among all Ihe store’s customers is the argument 
for the policy “The customer is always right.” 

Conditions today, however, are not the same as they were at 
the time when Marshall Field inaugmated such a policy. The 
policy is not needed now in many stores as it was then to build 
confidence in the store and its merchandise, although today just 
as then the good will of the .store’s customers must be maintained. 
Many stores now are lettmg the past record of the customer 
determine whether or not this policy will be followed. When the 
customer has had an unusual number of returns and adjust- 
ments, a different treatment is required than in the case of the 
average customer Interchange of information among the 
stores of a city will reveal the chronic offenders and put the store 
in a better position in dealing with them. 

There are also certain types of merchandise that a store will 
not allow a customer to return for sanitary reasons. This may 
be a store policy, or it may be a municipal health regulation, as 
well. Such articles would include underwear, hair goods, 
bedding, etc. Likewise, meichandise which has been made to 
order or that which has been altered at the customer’s direction 
may not be returned Some stores set a time limit beyond which 
merchandise is not returnable 

Causes of Returns as Classified by the National Retail Dry 
Goods Association. — ^The Committee on Causes of Customer 
Return.? of the N R.D.G.A. has classified the causes of returns 
as follows : 

A, Stole responsibility 
1. Policy causes 

a. Store-customer relationship 

b. Internal store-organization problems 

(1) Leased departments 

(2) Centralized va, decentralized returns 

fl. Wage-payment methods as a cause of returns 

d. Too-liboral oharge-acoount or selling policy 

(1) Eneouragement of charge-account privilege 
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(3) C.O.D returns 

2. Merchandise causes 

а. Poor-quality merchandise 

(1) Material 

(2) Workmanship or construction 

(3) Design or fit 

(4) Performance 

h. Peculiar to particular meichandiso 
c. Stocks incomplete as to size, color, style, etc, 
d Pi'ice as compared with similar merchandise elsewhere 

3 Service causes 

o. Selling 

(1) Wiong color 

(2) Wrong size sold, or fit 

(3) Wrong handling of transaction 

б. Nonselling 

(1) Damaged goods 
(o) Packing 

(h) Delivery 

(2) Shortage 

(3) Order filled inoorrectly 

(4) Delayed delivery 

(6) Alterations 

B. Customer responsibility 

1. Change of mind 

2. Selection of wiong merchandise as to size, color, style, price, quahty, 
or quantity 

Reducing Returns. — The real basis for the proper solution of 
the problem of returns is a careful analysis of the reasons why 
merchandise is brought backA Each merchant should determine 
in his own store the real causes of these returns. When he 
has located the responsibility, he has made a real start on his 
problem. 

As shown by many studies, one of the most important causes 
of returns is that the wrong size has been sold. A part of this 
problem may be due to the fact that some manufacturers do 
not follow standard sizes. Because the sizes vary, it is only 
natural that the customer must return the article in many 
instances. In such cases the manufacturer rather than the 
customer or store is to blame; however, the store is lilcely to be 
held responsible by the customer. With such causes of returns, 
the proper solution from the viewpoint of the store is the edu- 

> Nordstrom, Lawbunce G., “How Customora Explain Their Unsatu- 
factory Purchases,” Journal of Retathng, February, 1940, p. 20 
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cation of the manufacturer in bettor manufacturing practices 
or more careful checking of buying sources by the store 

Many returns are directly the result of poor selling on the 
part of the sales force of the store. The solution in such cases is 
largely one of better training of the sales force both m regard to 
merchandise and to selling methods. If the sales force knows its 
merchandise and presents it in a truthful fashion, the customer is 
less likely to be disappointed after she gets the merchandise 
home. Too-aggressive selling will lead people to buy mer- 
chandise that they really do not want; thus, it will be returned 
later. On the other hand, there is the case of the salesperson 
who does not fuUy explain the advantages of owning an article 
and does not completely sell the customer on the merchandise. 
Both these oases lead to the lament “The customer has changed 
her mind.” One large store has placed continual emphasis in 
its sales training and merchandise clinics upon the need for 
merchandise knowledge on the part of salespeople and the need 
for passing this information on to customers; this policy has 
resulted in a reduced number of complaints and returns for the 
store. 

Finally, the customer herself is responsible for many of these 
returns. The most desirable solution of such problems seems 
to be the education of the customer in better shopping methods. 
The percentage of returned goods diffeis in different cities. 
The people in one city have been educated to a more conserva- 
tive policy with respect to returning merchandise. In another 
city the stores have been more liberal and people have acquired 
the habit of free returns. Because the returning of goods 
seems to be partly a matter of custom, educational work along 
this line should lead to lower returns. In certain cities the 
leading stores have cooperated in educational eiiorts to teach 
their customers not to make returns without reason. This 
does not mean that the stores should be less courteous to their 
customers, but that they should teach them better habits by 
showing them how the unlimited use of the privilege of return- 
ing goods adds to the cost that must be included in the price of 
the merchandise. 

Cooperative efforts are also used to detect habitual offenders. 
These can be reported to a central bureau just as can the poor 
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store can then be sent to all the cooperating stores. If the 
customer persists in this habit, her privilege of returning mer- 
chandise can be stopped by all these stores 

The type of cooperative regulation is illustrated by the rigid 
rules adopted by more than a score of the leading stores in one 
city which provide: sales checks must accompany all returns; 
gifts of all kinds may be returned only for exchange; merchandise 
is accepted for return within four days only, or if an exception 
is made, credit is given at the then market price. In addition 
the usual rules concerning legal and sanitary precautions apply. 
The new policy was advertised as a money saver to the 
public. 

Complaints. — Just as every person, no matter how careful, 
makes mistakes at times, so every store, no matter how well 
organized and systematized, will make occasional mistakes. 
When these happen, the customer frequently makes a complaint.^ 
From the store’s viewpoint, it is desirable that she should. If a 
customer has a complaint and does not tell the store about it, 
she usually tells all of her friends and does not give the store a 
chance to rectify the error One study of customer complaints 
shows that about 3 per cent of a store’s transactions result in 
complaints The average cost of each is $1.08, or per cent 
of sales. ^ A store in Kentucky has a house-to-house-canvass 
method of looking for complaints. This canvass, which was 
to be a temporary plan, was intended to deteimine where antag- 
onism lay, to learn the causes of it, and to discover possible 
remedial measures The success of the plan has resulted in its 
being made a permanent feature. In addition to the store’s 
retrieving former patrons with real or imaginary grievances, its 
maihng list is benefited, it is picldng up many valuable sales 
leads, new patrons are being gamed, many small “tips” for the 
betterment of the store or its personnel are received, and, not 
to be overlooked among these active returns, good will is being 
extended. 

In a small store the proprietor takes care of complaints. In 
a larger store there is a bureau of adjustments or service depart- 

*• PiLAT, WiLi.iAM J , “The Customer Complaint Calendar,” University of 
Pittsburgh, 1940, A study was made of 811,187 complaints received by 
21 department stores showing what customers complained about and what 
the stores did about these oomplamts. 
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merit. Storas differ in their policy concerning this bureau In 
some stores, adjustments must be made through this bureau; 
m others, many adjustments are made through the sales force and 
the section managers. Some time ago, one large store did away 
with the adjustment department and all adjustments and 
complaints are now handled by floor managers. The store feels 
that maiang adjustments on the selling floor has made it possible 
in many cases to re.sell to customers who return goods for credit 
or refund. By this method the customer gets prompter service 
on complaints and she is relieved of the inconvenienco of going 
to an upper floor and possibly waiting for an interview with one 
of the adjusters. In this store the floor managers are "shopped" 
monthly by the superintendent’s office, weekly reports are 
required, and all complaints are carefully analyzed as to cause 
and are followed up 

The attitude of the person handling the complaint must be one 
of sincerely trying to help the customer. She has been incon- 
venienced in some way either by the store’s merchandise or by 
its services and thus has a grievance. The adjuster should try 
to get the customer's viewpoint. In most cases an adjustment 
can be made If the customer is at the store, she should be told 
at once that the store will adjust the difficulty. If she is informed 
through a letter, this information should be given in the first part 
of the letter. If the adjustment cannot be made as requested, 
then the refusal should be led up to, in either conversation or 
letter, by a statement of the store's reasons. This makes it 
easier for the customer to accept the store’s decision. 



CHAPTER XXI 

PERSONNEL WORX IN THE STORE 

Scope of Personnel Work.^ — As a rule a new employee is not of 
much value to the store. It is only after he has been with the 
store for a while that he really fits into the store organization 
and becomes a harmonious part If he is not well fitted for that 
part, he will have to be moved to some other position or dis- 
charged If he is dissatisfied, he may leave of his own volition. 
In any of these cases the store has been at a considerable expense 
in carrying Mm through this preliminary period — an expense 
that is lost if the employee proves unsatisfactory Thus, it is 
important that the store select its employees with care, train 
them for their parts as quickly as possible, and keep them as 
satisfied employees. This is one of the reasons why the store of 
today is placing emphasis on personnel work. 

Another reason is that the store can function only through 
its employees. Whether on the selling floor, in the receiving 
room, in the buyer’s office, or in other places, the employees 
there must be rehed on if the store is to be operated successfully. 
They are the means through which the store performs its work. 
Because they ai’e such an important part of the store, they deserve 
to receive its attention just the same as doe.s the merchandise or 
the store building. The personnel department must see the 
needs of both the employer and the employees and attempt to 
build up a relationsMp between them of mutual trust and respect. 

The activities of the personnel department can bo divided 
logically into eight parts: (1) employment; (2) promotion, 
transfer, and dismissal; (3) training; (4) safety and health; 
(5) employee services; (6) employee relations; (7) compensation; 
(8) personnel research. TMs functional division, however, will 
not be followed in every store because of different organization 
policies. For example, in some stores the function of compensa- 

> Robinson, 0. Pridston, Jiciail Personnel Relations, Pronfcice-Hall, Inc , 
1940. This book gives a good disoussion of the field of retail personnel. 

A M 
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tion is under the controller’s division. It rightly belongs, 
however, to the personnel department. Other differences will 
be found in studying the personnel departments of various stores. 

The place of the personnel department, itself, in the store’s 
organization is not always the same. In a small store the 
proprietor or manager usually performs the various personnel 
functions. In larger stores, personnel work is often found among 
the duties of the store superintendent. In some of the largest 
retail organizations the personnel division may be placed under a 
personnel manager who reports directly to the general manager 
or president of the store ^ 

Emplo3naient. — Because employees are so important in making 
the store a success, it is essential that they be carefully chosen 
This, then, is the first problem of the personnel man — to pick out 
the best people possible for all the various positions in the store. 
The fact that it costs so much to train an employee makes it 
doubly desirable that the employee be well chosen in the begin- 
ning. If, after a well-planned traimng period, he proves unfitted 
for work in the store, the resulting loss is duo to poor judgment in 
hiring. 

The person in charge of employment has a number of sources 
from which to get new employees. Present employees or cus- 
tomers of the store may suggest the names of friends. Some 
stores even pay their employees when they suggest people for 
employment who, after being employed, remain with the store 
a certain length of time. Educational institutions arc a good 
source of supply. Pligh schools, business schools, and classes 
conducted by the Y.W C.A. and Y.M.O.A. will provide people 
who have had some training. In recent years, stores have begun 
to turn to our universities for some of their employees. Many 
of these university-trained people have an excellent background, 
which, if properly used, proves of real value in retailing work. 
Advertising in trade papers is used for the filling of higher 
grade positions. Many people take the initiative and visit the 
store asking for employment. A person may be a success in 
one store but may apply for a position with another store because 
he feels the second store offers an advancement or greater 
opportunities for him. Eormer employees who have left the 

*■ See Chap, VI for a discussion of the place of the personnel division in 
the store organization. 
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store voluntarily offer another good source of supply. Some of 
these may desire full-time work again; others may prefer part- 
time or temporary work only.^ Many girls who have left the 
store to get married would later like to get part-time work so 
that they might have spending money of their own. 

Many stores feel that each job should be analyzed before 
an attempt is made to get anyone to fill that job. What are the 
various duties involved? What quahties are desirable in a 
person handling such a position? What training is necessary 
to prepare a person for this work? When the answers to these 
questions have been compiled, the store is m a bettei position to 
fill the job satisfactorily for both the store and the prospective 
employee. Such an analysis enables the store to select people 
suited to the job. At the same time, it gives the employee a 
clear idea of what this new job requires of him. Job analysis 
IS a first step in the process of employment. In place of trying 
to fit square pegs into round holes, a job analysis provides a 
start toward seeing that squaie pegs are fitted into squaie holes 
In other words, people suitable for a certain po,sition can bo 
chosen for that position when the requirements of the position 
itself are clearly outlined Each job has been brought into 
existence to perfoim some function in the store’s biismo.ss. A 
person must be found who is qualified to fill that job, this ordi- 
narily is more successful than the method of trying to fit a job 
to the man. 

When a person applies for work, ho usually is required to 
fill out an application blank ® This blank ordinarily wdll ask for 
the name, address, age, type of work desired, previous experience, 
and references. Other questions may be added as desired by the 
personnel department. By checking verbal statements of the 
applicant with the information given bj'- him on the application 
blank, some mdication as to his truthfulness may be secured. 

^The suggestion has been made that stores should get many of their 
rush-season employees from local industries whose slack peiiods con'esponcl 
to the store’s rush periods. Jeannette Parkhunst, "Trading Talent,” 
Journal of Retailing, Pobruaiy, 1940, p. 16. 

‘ A cooperative study by six Pittsburgh department stoics with the 
University of Pittsburgh has icsulted ui improving thoir employment ques- 
tionnaires and polioios. This is described m “Maws in Personnel Policies 
Shown by Questionnaire Data,” Women’s Wear Daily, Feb 7, 1941, p. 39. 
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Character refereacea are seldom of much value, for an appli- 
cant naturally will give the names only of those who will speak 
favorably of him. Business firms that have employed the appli- 
cant will usually take more pains in giving an estimate of him. 
Some application blanks ineludo que.stion.s that require the 
applicant to rate him, self. “Why do you con.sider 3 '-ourself fitted 
for this position?” The type of answer given helps the store in 
judging the applicant, 

From the standpoint of hia own ivelfare, if an applicant is 
asked to fill out an application blank, it is very important that 
he fill it out neatly, carefully, and accurately, because some retail 
stores go entirely or very largely upon the appearance and the 
information given in the written application. The applicant 
may bo accepted or^rejected on the basis of the comparison of 
his application blank with those of the other applicants 

Many stores today have the applicant take certain tests. 
However, opinion differs considerably as to the worth of many 
of these tests. ^ Such tests include: (1) intelligence tests; (2) 
aptitude testa; (3) physical examinations. Several w^ell-known 
stores employ psychological tests to rate the applicant’s intelli- 
gence. In this connection. Dr. David R. Craig, writing in the 
Retail Ledger, has said, “Many times wo have had occasion to 
give intelligence tests to groups of salespeople and it’s really 
remarkable to note the almost total lack of relationship between 
the reisultant intelligence quotients and the sales records in the 
individuals.” As an example, ho cited the case of a girl with a 
sales volume far ahead of anyone else who, when faced with the 
sentence “One and — — make two,” pondered for 16 minutes and 
finally wrote “gold” in the blank space. Another girl had to 
make out this girl’s sales checks and attend to the additions on 
them. 

Aptitude tests will show the applicant’s ability in certain 
lines. If she is applying for a position as saleswoman, she can 
he given tests that ^vill indicate her probable ability to sell. In 
giving all such tests, allowance must be made for nervousness, 
for the applicant is placed under a strain when she knows that 
she is being subjected to a test that may determine her chance 
to get a job with the store. 

‘ VoiLKEB, Paul H , “Testing for Retail Salespeople,” Journal of BetaiL 
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Some stores require all applicants to take a physical examma- 
tion. If the store provides any insurance for the employee, a 
physical examination will be necessary. Others require such 
an examination only of those who give the impression of not 
being physically fit or who may have to do unusually tiring 
work StiU others lequire no physical test whatever. Fre- 
quently the applicant resents having to take the physical exami- 
nation; this may be due to fear on the part of the applicant that 
it will in some way prevent employment. If the applicant is 
physically unable to stand the work, it is better for both the 
applicant and the store that he should not be employed. The 
physical test may show that, although the applicant is not 
fitted for certain types of work in the store, he is physically able 
to work in other positions Therefore the physical test helps 
place the applicant in that job for which he is best fitted. 

Promotions. — The hope for promotion to a better position is 
a powerful incentive. A chart showing the promotion possibili- 
ties is given to new employees by many stores. This gives the 
employee a definite goal toward which to work. It shows how 
success m one job will lead to anothei position. When employees 
know that they are being watched with a view to promotion, a 
strong incentive is furnished for each to do his best at his present 
job. 

As one means of judging the fitness for promotion, the 
employees may be rated periodically. Just as a store takes 
inventory of its merchandise so should it take inventory of its 
personnel. In one stoie, every employee is rated for each of the 
following seven qualities’ (1) accuracy; (2) cooperation; (3) 
industry; (4) initiative, (5) Icnowledge; (6) loyalty; (7) per- 
sonality A rating is turned in each month by two people for 
each employee. The sales force is rated by the buyer and the 
section manager. The non-selling force is rated by the head of 
the department and one other. Such a rating scheme can be 
used not only for promotions but for salary increases for the 
same position. 

An employee may be moved from one department to another as 
a form of promotion or to place him in line for later promotion. 
In some cases, such a change may be due to other reasons. 
Because of difficulty between an employee and his superior in 
the department, it may be necessary to make a change. If this 
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is due to personal friction, the employee should be transferred 
rather than dismissed. In other cases the employee might not 
fit in a certain department because of a lack of interest or qualifi- 
cations or lieeause of a physical handicap. If such an employee 
is discharged, not only is it an injustice to the employee, but 
it results in a loss to the store of the cost of breaking in that 
employee The ponsonncl division should endeavor to find some 
other position in the store that will be more satisfactory to both 
parties Ordinarily the employee when transferred to another 
department will be moio successful. 

Training Given New Employees. — If a new employee is left to 
himself, he will, as the days go by, learn about the store, its 
policies, its organization, etc Acquiring knowledge in tliis way 
is a long-drawn-out process and may result in experiences that 
prove costly to the store. Therefore, the large stores give the 
new employees a short period of training to enable them to 
acquire the necessary information quickly. ^ This training sel- 
dom lasts over an hour each morning for a period of a week or 
10 days. During the re.st of the day the beginner is working at 
his new position Because the small store is unable to employ 
a person for this i, raining -work, it frequently does not have a 
well-planned training cour.se for its new employees. Yet the 
smallest store will profit by .some method of training, for the 
need for training exi.st.s in every .store. It should plan to give 
the new employee all the information he needs. This can be 
done during the proprietor’s or an older saloisiiorson’s spare time. 

The object of this preliminary training given new employees is 
twofold First, it builds for him a picture of the store. Knowing 
in general its organization, policies, and nilos, he is better able 
to adjust him, self to them. The second phase of this training is to 
give h i m some information about the job he is to hold If the 
new employee is a salesperson, he will be told how to make out a 
sales slip properly and how to greet customers and will be given 
some information about the merchandise he is selling. Ordi- 
narily as a part of this preliminary training the new employees 
are taken on a trip through the store. This not only gives them 
a better understanding of the various parts of the store but 
enables them to answer intelligently many questions asked by 

1 Eobinson, 0, PamsTOM, and Jambs G, Edwakds, “The Current Status of 
m. I) nf PalniUnjt Optober 1939. P. 69, 
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the customers concerning the location of different departments. 
The new employee at Gunbel Bros., Philadelphia, receives a 
letter from Arthur C. Kaufman, the executive head of the store, 
welcoming him to the store. Later on, he has personal talks 
with many of the employees to see how they are enjoying their 
work -with the store. 

Most stores use the sponsor system, or some variation of it. 
Each new employee is put in charge of one of the salespeople in 
the department who is qualified to help that person get a start. 
The sponsor sees that he is introduced to other members of the 
department, that he is making out his sales slips properly, that 
he is taught how to care for his stock, that he is learning the 
merchandise, and that he is acquiring the technique of selhng. 

For this extra work the sponsor is entitled to a reward This 
may be a stated sum for each employee whom the sponsor trains. 
In other stores, he is given credit during this period of training for 
the sales made by his understudy In departments in which each 
salesperson has a quota the sponsor may have his quota reduced 
when he is given a new employee to train. 

One large department store created tho position of service 
supervisor in order to better the service to the customers through 
the training of salespeople on the selling floor. This change is 
regarded by the store as a step forward in practical training on the 
selling floor in the place of theoretical training in classes. Tho 
use of service supervisors has led to the reduction of the learn- 
ing period of salespeople and has made possible a reduction in the 
number of section managers. Despite the addition of service 
supervisors, tho use of sponsors for new salespeople was con- 
tinued; however, this continued use is under debate. 

Job training for nonselling people such as elevator operators, 
deliverymen, stock people, and cashiers should bo provided 
Ordinarily, someone who has become an expert at the work does 
the teaching Proper training is just as essential for nonselling 
employees as it is for the sales force. A poorly trained delivery- 
man will cause the store just as much loss of customers’ good will 
as a poorly trained salesperson. 

Store Manuals, Bulloiins, and Films . — ^As an additional means 
of instructing the employees a store will provide them with one 
or more manuals. In many of tho larger stores, these manuals 
are prepared by the store’s personnel department to apply to 
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that particular store. Smaller stores cannot afford to do this, 
but they can make use of manuals prepared by different trade 
associations. 

A system or organization manual will be given to all new 
employees. It outlines the organization of the store, tells in 
general the functions of the different divisions, and .states those 
rules of the store which might affect the now employee, such a.s 
regulations concerning dims and store hours. It may also include 
a store directory. 

Merchandise manuals are prepared for various departments. 
These include much of the infomation that a member of the 
department should know about the line of merchandise carried 
in that department. It will discuss qualities of the merchandise, 
selling points, uses to which that mercliandiso is put, and the 
care that it should be given. The story of the manufacturing 
process and the sources of the raw materials used may be given 
to help the reader get the complete story of his merchandise 
The most effective merchandise manual combines merchan- 
dise facts with an outline of a good selling technique for that 
merchandise. 

Stock manuals are prepared by some stores for the different 
departments. These outline the arrangement of the stock and 
discuss its care. Various other manuals will take up the duties of 
other types of work and show the relationsliips with other parts 
of the store. 

One difficulty in the preparation of such manuals is the fact 
that they quickly get out of date and need revision. If a manual 
is in loose-leaf form, it can more easily be kept up to date. 
Even then the manual is without value if it is not read. To a 
certam extent, these manuals seem to duplicate some of the oral 
instruction given the employee. Although that may be true, yet 
the two supplement each other. Combining both oral instruc- 
tions and manuals has proved more effective than using either 
by itself. The R. H. White Company of Boston requires the 
new employee to study the training manual before beginning 
work. After at least three days of this study the new sales- 
person is given an examination on the manual in his training 
class. 
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are usually fairly short and are mimeographed because they 
are for current use only. 

Stores are making increasing use of films for instructing their 
employees. These have been prepared, in most cases, by manu- 
facturera. Thus, they aie available to both small and large 
stores. The training departments of large stores make regular 
use of many of these films. The owner of the .small .store is 
missing a golden opportunity if he fails to use the.se free films. 
By wilting to his trade association or to the manufacturers of 
well-known brands of goods, he can find out not only about 
these training films but about many leaflets and booklets that 
will be very helpful to his salespeople. 

Additional Training . — After an employee has received initial 
training, his efforts to increase his competence in retail work 
should not cease In recognition of this the larger stores provide 
advance courses m many different lines rather than letting tliem 
sink or swim after the initial training period. With some stores, 
this is compulsory; with others, it is optional. Those that make 
it compulsory do so on the theory that all employees need the 
extra training, which is no doubt true However, it requires a 
certain amount of tact to get many of the older employees to 
recognize this sufficiently to be willing to take such traming 
Those stores making it optional go on the theory that those 
who are not interested in bettering themselves of their own free 
will aie not worthy of the course that is offered When the 
course is optional, the feeling should be developed that it is a 
real privilege to bo permitted to enter it. 

Advanced training in .salnsraansliip is one of the advanced 
CQUi’vSes most frequently given. This tiaining ordinarily consists 
of lectures, discu.ssions, and demonstration sales. People from 
allied departments can usually be grouped for such training. 
With a few departments, such as the oriental-rug depaitment, a 
special training class for a single department may be necessary 

Other advanced training coimios offered may include a study 
of color, design, style trends, textile.^ and nontextilos, business 
English, business mathematics, and accounting Training in 
fashion merchandisiug is badly needed in many stores selling 
merchandise that has consideiabio style element. Training 
the salespeople so that they understand the store’s faishion 
program and the season’s correlated ensembles and colors brings 
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about better mlerdepartmental coordination and enables the 
salesperson to advise customers regarding accessories and related 
merchandise in other dciiartments 

Special courses may be given to help prepare the employee for 
a position as assistant deirartmontal manager in one of the non- 
selling departments or for assistant luiyer in a selling depart- 
ment. Such training cour.se,s make it ea.sicr for the store to 
fill tixecutive position.^ by promoting from within the ranks rather 
than by bringing someone from the outside. Tliis training 
provides the material from which such promotions can be made. 
Unfortunately, not a great many stores have organized pro- 
motion training coiusea. Where it is pos.sibIe, positions should 
be filled by promoting someone within the store. ^ The hope of 
such a piomotion holds many capable employees and provides 
an extra incentive for them to do their bcst.“ 

Feeling that the buyers needed more mtensivo education, an 
Eastern stoie inaugurated a buyers’ training couise which lasted 
for .six weck.s and included the following subjects; 

A consideration of the In, story of the store, its ideas, price lines, and 
pnce-limiig procedure. 

Mathematics and principles of operation, including the "six-month 
plan” and “open-lo-buy" piocedure. 

The mathematics of mark-up, discounts, and markdown. 

The mochauics and 'possibilities of unit control. 

'riio handling of receiving, marking and stockkeeping, inventory 
shortages, the taking of markdowns, and care of merchandise. 

Sales promotion, including advertising display, signs, and windows. 

Special training is insually provided for the younger employees 
These young people, or "junior employees” as they are often 
called, are used by the store as messengers, mail clerics, stock 
clerks, markers, bundle wrappers, and inspectors. In many 
state.s the law requires all employees under sixteen to attend 

' Baskin, J. M., "Extension of Promotion from Witliin Marks MoBam’s 
Policy at Piold’s,” Women's TFeor Daily, Mar 26, X940, p. 36. 

“ Mr Arthur 0. Kaufman of Gimbel’s in Philadelphia teUs his employees, 
"I take pride in the tact that many of our buyers are employees who began 
at the bottom and were developed from within, They are invaluable to me 
because they are very familiar with the general polioks of the store and what 
W6 are striving to acoomplish. The more people I can develop and promote 
the better I like it, and the better coordinated organization I have ’’ 
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continuation schools. The larger stores, which have iJieir own 
educational departments, can conduct their own continuation 
classes. Other stores ’will have to send their junior employees 
outside the store for this training. In order to avoid the com- 
pulsory training of juniors, some stores will not employ a person 
until he has passed the age at which continuation tiaining ceases 
to be compulsory.’- 

Even when such training is not compulsory, it still is desirable 
for employees in their teens In time, many of them will become 
adult employees of the stole. Any junior training will give them 
better preparation foi their later work in the store 

The following extract from an advertisement of Marshall Field 
and Company shows how a store can look upon its younger 
employees and their training’ ^ 

There is a man in this business who clearly remembers selling goods 
to Mrs. Abraham Lincoln. There are also boys who started work only 
yesterday 

Every official began here as a boy or young man, and worked up 
Very few people in responsible positions have come to us from outside 

“Wliat would you do,” some one asked the late Marshall Field, "if 
one of your partners were to leave'”’ 

"Hire another olfice boy,” he promptly replied 

It was his way of giving words to the same thought that was in the 
mind of Napoleon when he said every soldier of France earned a mar- 
shal’s baton 111 his kiiapsaok. It is a thought immutably written into 
this company’s code 

"Every worker is entitled to an opportunity for self-improvement 
and advancement ” 

No door IS clohod Viom among the young men and women who 
meet your wants here today will come the directors of the business 
tomorrow Youth biirgos foiward toward a definite goal. 

The training for junior employees is of two types There are 
courses similar to tho.se p,iven m full-tiine schools such as English, 
economics, eommorclal geography, hygiene, spelling, and book- 
keeping Then tbere are those courses which are designed 
specifically to help thoni in their .btore woik. Such training 
would include a study of si me rules, promotional possibilities, 

^ Various state laws set a minimum ago limit below which a young peison 
cannot be employed. 
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store organization, local geography (for messengers), ticketing 
machines (for stock clerics), and personal appearance. 

In addition to the types of additional training that have been 
discussed, many other forms are found in vai'iou.s stores. These 
miscellaneous fouiis may bo an essential part of the store’s 
permanent program of training, or they may bo simply a tom- 
porary form, such as, for c\:ample, special training and instruc- 
tion of the salespeople in preparation for a store-wide sale. 

The method by winch additional training is earned out vanes 
according to such factors as the size of the .store, the store’s 
policies, and the type of training to be done. In the large store 
that has an educational department, much of the training will be 
given in regular classes conducted by that department. This 
method IS used especi.ally for any permanent training work that 
can be presented effectively by the group method; an example of 
this would be most of the continuation-training program. 

In some 8toro.s the re.sponsibility for much of the training i.s 
placed upon the buyeis For example, in one .stoie once a week 
the buyers give their salespeople in.struction.s in now mcichandiso 
and fashion trend.s. In addition the buyers in the .store have 
taken over many of the duties of the educational department 
which now works through them in a great deal of the sales 
training 

In a great many cities the stores in cooperation with the 
school system arc providing training for rt'tiiilitig that is financed 
under the Goorgo-Dean Act. The Federal governmont provides 
a large .share of the expense of such tiaining. As a rule, ompha.sis 
is put on retail salesmanship although other phases of retailing 
are studied, also. Where such training is .siipervis’od liy people 
who are themselves well trained in the field, it should provide a 
real contribution to retailing education 

Some stores have installed internal broadcasting systeni.s 
which are used not only for making announcements to the 
public in the store but also for educational purposes In one 
store the radio system is used for educational purposes before 
the store opens and after it closes, giving vital me,ssage8 to the 
store’s employees in a way that is accurate and elimiiiatr‘.s all 
the waste of time involved in calling them together in a special 
meeting. 
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• Many other means may be used for carrying out additional 
training. Store manuals and house organs may be used to carry 
various types of information to the employees of the store. 
However, few stores put out really worthwliile house organs. 

Safety and Health. — The sense of physical well-being that 
comes from working in a clean, well-lighted, well-heated, and 
properly ventilated building makes the stoie much more attrac- 
tive to the employee The person in charge of safety and health 
work should study the working conditions to make sure that they 
are conducive to effective work Special arrangements should be 
made foi employees who are compelled to work in drafts or at 
tasks that are especially tiring. The worldng conditions should 
be such as to reduce as much as possible the fatigue of the 
workers Many stores provide a 15-minute rest period both 
morning and afternoon. Rest rooms for employees should be 
adequate and easily accessible. 

Many large stores maintain a small but well-equipped hospital 
in charge of a trained nurse or a physician. If a store does 
not have a full-time physician, one may come in daily for certain 
hours Some stores also employ a visiting nurse who may do 
much good in helping those employees who arc absent from work 
with minor ailments, such as colds and sore throats Some 
stores have a dental clinic in connection with the hospital or 
have a woi’kuig agreement with an outside dentist whereby 
employees may have emergency work done free and permanent 
work at a reasonable cost. A small store should provide for a 
means of giving first aid in emergency cases and may find it 
desirable to make arrangements with some physician to do such 
medical work as is required 

Instruction in personal hygiene is sometimes given to store 
employees by lecture or through printed bulletins or house 
organs 

Because an employee cafeteria or restaurant is so important in 
protecting the health, efficiency, and general morale of the 
employees, it is one of the first moves made by many stores 
toward taking care of their own employees. ‘ Generally the 
cafeteria plan is used The lunchroom or restaurant is run on a 

1 “Better Provision for Dietary Needs,” Women’s Wear Daily, Jan. 27, 
1941, p. 26. 
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cost basis, it being thus self-supporting from the standpoint 
of the store and at the same time the employee being thus enabled 
to get the food at cost. 

Employee Service. — Employee sendees includes all activities 
directed toward the maintenance or improvement of the personal 
well-being of store employees. The services of a stoip must be 
properly presented to the employees, for theie is a tendency for 
many employees to think of them as objectionable forms of 
charity The obj ect of all employee sin vice.s should be to develop 
a contented personnel and to create the feeling of good will 
between the store and the employee that is so essential to success- 
ful operation. 

The employee services of different store.s vary according to 
the need for such work and the store’.s attitude toward the well- 
being of its employees. A small store m a small community 
ordmarily does not need to carry on many of the activities that 
are an essential part of the welfare work of a large metropolitan 
department store. On the other hand, certain types of employee 
service, such as, for example, the provision of proper working 
conditions, are ]ust as important in a .small as in a large store. 
Some stores take a more progros.sivo altitude toward the welfare 
of their employees than do others, and thus they carry on a larger 
program of welfare woi-k. 

The chief forma of employee scrvincs may be classified under 
the following heads, 

1. To furnish recreation 

2 To further education and create esprit de corps 

3. To promote economic activities, such as insurance and mutual benefit. 

Employee Relations. — One of the most important personnel 
problems confronting the retail organizations of the country 
today is the trend toward unionization. ^ Up until about 1935, 
little was heard of unions and collective bargaining m the retail 
field. Since that time, favorable legislation, both Federal and 
state, together with a more sympathetic attitude on the part of 
courts and labor boards have laid the groundwork for unions to 
develop in retailing. Both the American Federation of Labor 
(A.F of L.) and the Congress of Industrial Organizations (C.I.O.) 

^ Wisw, Mirum Bieqh, and Jess P. Laoklen, Jb,, "Unionization in the 
Retail Field,” New York University School of Retailing, 1940. 
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have become active in organizing retail employees The move- 
ment started in chain stoies and variety stores and has since 
moved into department stores and specialty stores until now it 
promises to touch all types of retail store. 

The objectives of retail-store unions are; (1) to secure union 
recognition; (2) liigher wages; (3) shorter hours; (4) provision 
for holidays and vacations; (5) job security; (6) some recognition 
of seniority in pi emotions and in reduction of personnel. 

The retail union would like to secure a closed shop which would 
force the store to employ only people who belong to the union 
If this is unattainable, it would hke to have a union shop which 
would let the store employ whom it pleased, the new employees 
being then required to join the umon An open shop permits 
the store to hire as it pleases and lets the new employee decide 
whether or not he wants to join the umon but recognizes the 
union as being the bargaining agent for its members. 

As a rule, retail hours have been long, and so a reduction in 
the number of hours for employees is naturally one of the things 
sought by a retail union. However, during peak periods, longer 
hours may bo approved The umon feels that length of service 
should be considered as well as ability when promotions arc 
being considered or when the number of employees is being 
reduced 

Any study of unionization of retail employees involves a study 
of union leadership. Where the organizer or leader of the union 
looks upon the movement simply as a means of financial gain for 
himself, lioth the employees and the store management suffer. 
But where the leader has a sincere interest in improving the 
condition of the employees and has the ability to cooperate with 
the store’s management, then the stoic’s umon deserves a 
friendly attitude on the part of the management. 

In some eases, management and the nmon do not arrive at a 
common understanding, and a strike results Either further 
negotiation or arbitration can bring the strike to an end Public 
opinion often supports one side. 

Recreation — Ordinarily, adjacent to the employees’ restaurant 
is a recreation room or a number of such rooms; these provide a 
place for diversion or relaxation. Some stores have an audi- 
torium or large room for dancing or other recreational activities 
Smoking rooms may also be provided. In some case* a roof 
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garden is provided for use by store employees. Frequently 
the organization of clubs and teams and the holding of parties, 
lectures, and concerts among employees provide a form of recrea- 
tion that does much to build store morale and gootl fellowship 
among the employees. One store has a baseball team comprised 
entirely of members of the delivery department. 

Recreational activity also includes trhe direction of vaca- 
tions and the supervision of any summer eamps or other vacation 
facilities provided by the store. One store in Pittsburgh main- 
tains a camp of 130 acres near the Ohio River, about 16 miles 
from Pittsburgh, The camp is available to all the .store’s 
employees throughout the summer months and has overnight 
accommodations for 250 guests 

Education . — Store libraiies might he clas,sed as an educational 
form of employee service. A library may serve either or both 
of two purposes. First, it ma}'' supplj' the technical literature 
of the trade, so that the store employees may have an opportunity 
to secure the latest information on retailing Setjondly, it may 
furnish current popular magazines and books of the day. If used 
only for the second purpose, it might well bo classified under the 
heading of recreation. 

If properly used, a store paper, sometimes known as a “house 
organ,” may be of groat value in building up a strong sloie com- 
munity. The old type of store paper was devoted mainly to 
inspirational subjects like loyalty and devotion and to selling 
talks. The new type is one that deals mainly with the interests 
of the store community in a humanized way. The editor of ono 
department-store house organ says that their publication has 
been humanized, dynamized, and "Winchellized.” 

Economic Activities . — Many stores have definite plans for 
furthering the economic status of their employees. Uncertainty 
as to the future is often a factor that reduces the efficiency of the 
worker. 

Many stores have adopted gi'oup life-insurance, group acci- 
dent-and-health, and group hospitalization policies. By such 
a plan the employer may furnish protection to all the employees 
of the store under one blanket contract. The effectiveness of 
group insurance in retail stores depends to a great extent upon 
the manner of its introduction and installation. The plan must 
be sold to the employees as well as to the employer. The 
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employees should clearly be shown what they are receiving so 
that they will bo impressed with its value 

Compensation. Characteristics of a Compensation Plan. — 
The proper method of paying its employees is a problem in itself 
for the store Although the money wage is the most important 
factor, yet it must be remembered that it is not the only factor 
in a compensation plan. Pleasant working conditions, the 
working hours,! ^nd the store’s social-service program are also 
a part of the compensation that an employee of the stoie loceives 
The money wage, howmver, remains the most important The 
store and the employee look at this wage from opposite angles. 
It is the tendency for the store to want to pay as little as possible; 
that is, to achieve a low sales cost, not a low wage scale, and foi 
the employee to want to receive as much as possible. The prob- 
lem is to find a satisfactory figuie which will be just and fair to 
both sides 

A good wage plan should have five characteristics It should 
be: 

1. Satisfiiotory to the store 

2 Satihtiietoiy to the employee 

3 TJiidur.stood by the employee 

4 Adjustable Lo cduiuf^mg conditions 

5. An incentive to the employee 

To be satisfactoiy to the store the wage paid must be in pro- 
portion to what is received The stoie desiring the best type of 
employee must give those employees the best compensation 
The store that is niggardly m its remuneration cannot hope to 
get and hold the highest type of employee. Although the wage 
plan is designed b}'- the store to hold down expenses, yet at the 
same time it must bo fair to the employees 

The wages that a store feels it is justified in pajdng to its 
sales force can be figured on a selling-cost basis. The proportion 
of the total wages paid by a department to its sales will give the 
percentage of selling costs If a department employing six 
people at $20 a week each has sales of $2,400 a week, its selling 
cost is 5 per cent (6 X 20 2,400 = 5 per cent). In order to 

! The tendency of stores to stay open longer hours is discussed in Leona 
Furstonberg, “Department-store Hours of Doing Business,” Journal of 
Retailing, April, 1939, p. 33. 
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reach ihe department average, a saleswoman must sell $400 
worth of merchandise a week 

The selling-coat percentage differs considerahl.y in difforent 
departments; this difference is due, to a considerable' i"ci,eiit, to 
the unit value of the article sold. If the unit value is low, as in 
notions, the percentage of selling oasts to sak's is high When 
the selling-cost percentage is high, the wages paid the' mdimdual 
salesperson are usually low. If the .si'lhng-eosf, percentage is 
low, the wages paid the individual salespi'i-son onliuarily are 
higher than those paid in the high-sollmg-(‘o.st di'partments 

To be satisfactory to the employee, his wages must equal those 
ordinarily paid for his type of sendee. In other words, his 
wages must not fall below “ the market ” It has been said that 
his wages should insure the salesperson “ a fair living wage. ” To 
do this the number of dollars in the wage.s must cliange from 
times of deprc.ssion to times of prosperity This would mean 
changing the wages as the co.st of living changed ^ Certain 
stores and certain types of store have lieen accused of paying 
their women employees a wage so low as not io be a fair living 
wage. Such a practice i,s socially undesirable. 

Some wage plans arc so complicated that the employee cannot 
understand them As a result, he doc.s not know what he is going 
to receive or why he has received that whii'h has been paid him. 
Any wage plan should be such that those who are bciing paid by it 
can understand it thoroughly Only as it is understood can it 
bo a real incentive to the employees. 

Because businesB conditions arc altering constantly, tho com- 
pensation plan should be sufficiently flexible so that it can be 
adjusted to such changes as costs of living or changing price 
levels. 

The wage plan should provide an incentive for all employees. 
That, as has been said, is one reason why it must be understood 
by the employee. If the amount of salary or ihe size of the 
commission check seems to have a relation to what the employee 
is giving to the store, then such a wage plan provides the desired 
incentive. When the employee sees himself rewarded as he 
makes himself more valuable to the store, ho has an incentive to 
better himself. 

* “Suggeats Wage Adjustments by ‘Cost of Living Bonus/,” Womm’t 
Wear Daily, Peb. 14. 1941, p 36. 
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Types of Compensation Plan . — ^There are many different kinds 
of compensation, or wage, plan used by stores in paying their 
employees Practically all these plans can be grouped into 
five main types; however, some of them show minor variations 
or combinations of the features of these five types The five 
types are. (1) straight salary; (2) straight commission; (3) salary 
plus commission; (4) salary plus a bonus; (5) profit sharing. 

By far the greatest number of stores pay their employees a 
straight salary. This is easily understood and eagy to com- 
pute, and it is commonly used. On the other hand, it is not 
fleidble and does not always succeed in supplying immediate 
incentive to the employee. This inflexibility of the straight- 
salary plan leads to inequalities of wage payment both among 
different departments and among employees m the same depart- 
ment. There is a large difference in both the quantity and 
quality of work turned out by different people engaged in 
the same tasks. Unless salaries are adjusted frequently, the 
wages paid are not in propoition to the services rendered by 
the employees. 

The salary plan of payment is used by most stores where the 
selling involves more than the average amount of service. The 
straight-salaried employee is willing to spend his time with a 
customer no matter how long she takes in deciding what to buy. 
If he were being paid by a straight commission on sales, he would 
not be willing to do this, for it would seem to him to be unpro- 
ductive time. The straight-salary plan is found commonly, also, 
in just the opposite type of store — ^the variety store. 

The straight-commission foim of payment is not commonly 
used. Paying the salesman by giving him a percentage of his 
total sales has two chief disadvantages. First, it offers the 
employee an uncertain amount. The feeling of many merchants 
on this point is expressed by the statement of an executive who 
says, “A salesman cannot do his work justice if he is worrying 
about meeting his rent.” During dull periods the compensa- 
tion will be very little, but will be quite large during rush times 
As a means of tiding the employee over these dull periods, he may 
be given a drawing account. This drawing account will be based 
on the employee’s past earning record or, if he is a new employee, 
on his probable Ejarning power Periodically, he will be paid 
the difference between what he has drawn already and the total 
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amount of Ms commissions. If he has drawn more than his 
commissions amount to, the store may cairy tho amount he is 
overdrawn into the next period as a debit or it may simply reduce 
the amount of that employee's drawing account for the com- 
ing period In other cases, it may seem best to discharge the 
employee. If deficits are carried over into tho next period and 
these cumulative deficits become large, they may cause a big 
turnover of selling help. 

The second great disadvantage of the straight-commission 
plan lies in the ovci emphasis put on volume of sales. Because 
the salesperson is paid directly according to his sales volume, 
there is a strong incentive to be too insistent that the customer 
buy and to get her to overbuy. Other objections that arise 
out of the overemphasis on sales volume are that salespeople 
may drop shoppers who are slow in making up their minds, 
that they may give less attention to keeping their stock in order, 
and that the tendency toward liigh-prcssure soiling results in 
many returns of merchanchse. Some of these objections are 
questioned by certain retailers. For example, one store official 
says that in actual practice a commission plan does not encourage 
high-pressure selling that results in many returns, because 
salespeople know that they are paid on net sales. 

The salary plus a commission is second to the straight-salary 
basis in prevalence as a method of paying retail employees. It is 
an attempt to combine the advantages of tho straight-salary and 
tho straight-commission plans. Tho employee is paid a regular 
salary and in addition a commission on sales. Three different 
methods are used for paying this commission One method is to 
pay one rate of commission on all sales in addition to tho salary. 
The second method is to pay two rates of commission. A quota 
is set for each salespeison. He receives a small commission, 
usually less than 1 per cent, on all sales up to tho quota. After 
that is reached, a larger percentage is paid on all additional 
sales. 

The third method also uses a quota but pays tho salesperson 
a commission only on sales in excess of that quota. The quota 
set shoulji bear a relation to the selling costs of the department. 
Dividing the total sales in a department over several years by 
the total-sales salaries paid in that department during tho same 
years gives the average cost of selling. Where this is done for 
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each month of the year, the average monthly cost of selling is 
secured 

A salesman who has a salary of $80 a month would be given a 
sales quota of $1,600 when the selling cost for that month was 
5 per cent That is, the salesperson has to sell $1,600 worth of 
merchandise before ho has actually earned the salary that the 
store pays him Having earned that salary, he is entitled to 
extra compensation for additional sales. If he is given 3 per cent 
on all sales over his quota and had sales during the month of 
$2,000, his pay for the month would be $92 ($80 regular salary 
plus $12 commission on the $400 sales above his quota). When a 
salesman receives a salary increase, it likewise is based on the cost 
of selling and thus requires a higher quota 

The salary plus a commission enables the employee to know 
beforehand the minimum that he will receive for the month; 
therefore, he has this assurance in planning his personal budget 
of expenses. It also gives him a direct incentive to increase his 
sales volume, for he can enlarge his compensation by exceeding 
his sales quota. 

A salary plus a bonus is used by some stores. In addition to 
the regular salary, a bonus is given periodically, usually every 
throe months, every six months, or every year. This may be 
paid when the individual, the department, or the store has 
exceeded a set quota. In other cases the amount depends on 
the length of service or the degiee of ofEciency of the employee. 
One weakness of the bonus plan is that the employee may con- 
sider the bonus as an outright gift rather than a reward based 
on his own personal efforts. When it is paid annually or even 
semiannually, the interval between payments is so long that 
the employee may lose interest. In such a case, it does not 
provide the incentive it should.’- 

Profit sharing is employed by a few stores. This requires 
giving the employees in addition to their salaries a part of the 
net profits of the store. The sum to be shared with the employees 
IS determined by the store and then divided among the employees 
according to various plans. The two most common plans are 
based on the salary or the length of time the employee has been 
■with the store. 

‘ A diaousaioa of bonus plans for retail salespeople -will bo found in The 
Sales Manager’s Handhooh, pp. 370-372, Dartnell Corporation. 
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Profit sharing usually fails to dillerentialo between the good 
and the poor employee. Thus, it does not .supply the stimulation 
that it should Profit sharing among the higher executives will 
supply a greater stimulus to them, for they can sec a closer 
relation between their efforts and the storets profits. 

The usual method for paying all nonsellmg employees, except 
buying and meicliandising executives, is the straight-.salary plan. 
In some instaneos a bonu.? is given in addition to the salary if 
the season has been a profitable one for the store.* 

Special Incentives . — In addition to the regular compensation, 
certain special incentives may be offered to employees as a 
stimulation to extra effort One form of special incentive is the 
use of “P.M.’s” (premium money), or “stims” or “spiffs” as 
they are called by some stores. A P.M is a special amount 
of money that the store pays a salesperson in addition to his 
regular compensation as a reward for having sold some particular 
piece of merchandise For example, if a stoie desires to clear 
out a certain lot of overcoats, it may give the .salesperson for 
each overcoat he sella $1 in addition to his usual compensation. 
P.M.’s may be used for many purpo.seH; to “push” first-class 
merchandise that for some reason has not been selling well; to 
unload excessive stock in certain linns; to empha,size the sale 
of high-priced merchandivSe; to rid the store of damaged goods; 
to get better ac<.ion on goods priced at a high markup; and to 
stress the sale of the store’s own brand of meicliandise. 

Some stores claim that a P.M. is more effective in moving 
merchandise than is a markdown of a much greater amount. 
However, many stores question the desirability of using P M.’s. 
They feel that the P.M. plan induces the salespeople to put 
their own interests ahead of the customer’s and that a.s a result 
the salesperson may induce the customer to buy articles which 
may not be to her best interests. Buyers have been accused of 
covering up poor buys by offering P.M.’s to their sales force as an 
inducement to put special selling emphasis on this merchandise. 

Other forms of special incentives are used by some stores 
"Points” spur the girls of the Interstate Department Stores to 
put more effort in the selling of the higher profit lines. The 
point is a merit mark, and in each department the salesperson 
1 WiNSATB, John W., Mnnual of Retail Term, p. 366, Prentioe-Hall, luo., 

io<ii 
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acquiring the greatest number of them wins a cash prize. The 
merchandise is graded from 1 to 6 points, according to the amount 
of profit m it. A large department store in New York City pays 
extra money to store workers who make practical suggestions 
for any improvements in store, merchandise, or service. In 
one month, 63 suggestions ivere considered, and 59 prizes were 
awarded. 

Many stores grant to their employees a discount on goods 
purchased by them in the store. Not only does this increase the 
store’s sales volume and act as an indirect wage to the employees, 
but in addition it makes a good impression on the public if the 
employees of the stoie are Imown to think highly enough of the 
store’s merchandise to want to buy it for themselves. A study of 
employee discounts in Ohio department and dry-goods stores, 
made by The Ohio State University Bureau of Business Research, 
showed that discounts granted on employees’ purchases tend to 
center chiefly around 10, 15, and 20 per cent from the retail 
price, with a sale price of cost plus 10 per cent appearing most 
frequently among the smaller stores granting price concessions 
of that type.^ In the study, which included 172 stores, a wide 
variety of practice was encountered both as to the rate and the 
extent of the discount privilege. 

Personnel Research. — In a field as recently developed as 
retail personnel and with problems so varied and so changing, 
there is great need for research. Instead of relying on rule-of- 
thumb methods or doing a thing in a certain way just because 
it has always been done that way the progressive personnel 
manager will want to study his problems and try to find scientific 
answers to these questions. Research, in itself, deserves to be 
classed as a separate personnel activity. 

Among the specific fields of personnel research are (1) job 
analysis and job description, (2) job classification; (3) job evalu- 
ation; (4) turnover studies; (5) designing tests and rating scales; 
(6) various analytical and statistical studies. 

Most large stores have mutual-benefit associations which 
give financial aid in case of sickness or death and in some cases 
other forms of relief. The membership in such associations is 

^ Chuth, a. H., Employee DtscounU and Vacations %n Ohio Department and 
Dry Goods Stores, p. 61, Bureau of BusinesB Reeearoh, The Ohio State Uiii- 
rsrmty, 1932. 
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usually compulsory, with monthly or weekly dues assessed 
according to the amount of salary received Those associations 
ordinarily are incorporated and are operated by the employees 
themselves 

In some instances the store itself may provide various systems 
of relief. For example, the three Richman brothers, Nathan G., 
Charles L., and Henry C., directing heads of the Richman 
Brothers Company of Cleveland, marked the fifty-fourth anni- 
versary of the firm by announcing that they would set jiside 
6,000 shares of stock in a foundation, the dividends from which 
were to be devoted to helping workers and ex-workers (either from 
their stores or factories) who may at any time be in distress from 
reasons beyond their control. “This will bo known as the 
Richman Brothers Foundation, will be under the direction of a 
board of trustees appointed by executives and employees of 
the Richman organization, and will operate as a permanent 
institution for the benefit of the aged, sick, disabled and needy.” 

A number of stoics operate employees’ savings and loan asso- 
ciations of various types The president of one such association 
points out that the purpose of a credit union is threefold: (1) It 
promotes thrift among members. (2) It provides the members 
with a source of ciedit at a reasonable rate of interest (3) It 
trains and educates them in the handling and control of money. ^ 

The pensioning of omployce.s who have grown old in the service 
of the store is carried out in some largo retail orgamzations. 
The pension system is usually adopted as a part of the work 
of the mutual-benefit association of the store. 

’•A number of examples of store credit unions is found in "Keep Your 
Employees Happy — Start a Store Credit Union.” Women’s Wear Daily, 
May 9, 1941, p. 43 
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Employee service, 470 
Employees, bonding of, 336 
Employee-service diiootor, 95 
Employment, 458-461 
Employment manager, 94 
Engel, Jane, 152 

Equipment (see Fixtures and equip- 
ment) 

Erbes, P. H., 30 


Escalators, 333, 335 
Expenses, budgeting of, 323-329 
classification of, 307-316 
functional, 308-309, 313-314 
natural, 308-313 

comparative expense figures, use 
of, 324-327 
control, 96, 306-336 
direct, 3J7 

distiibution of, 318-323 
contnbution of, 321-322 
effect of increased turnover on, 
206, 269 

escapable, 321-323 
indirect, 317 
inescapable, 321-323 
insurance, 333-336 
manual, 310-313, 321, 322 
pay-roll, 309, 310, 329-330 
proration of, 317-321 
rent, 310, 330-333 
prorating of, 319-320 
Extra dating, 162, 163 

P 

F.OB , destination, 169, 174 
charges revised, 174 
shipping point, 169, 174 
Fair-tiade acts, 198-202 
Fans, early, 5-6 
Fashion, defined, 135 
merchandise, buying of, 132-134 
“samplmg,” 133 
shipment of, 171 
Fashion cycle, defined, 127 
store policy legarding, 127-128 
Fashionist, 119-120 
Feather, William, 106 
Field, Marshall, 11, 50 
File, term-disoount, 160 
tickler, 241 

Filene, Edward A ,-25, 353 
Filene’s, Wm , Sons Company, 63 
Filling stations, 331 
Fmance and control division, con- 
troller, duties, 95-96, 215-216 
duties of, 88, 96-96, 213, 216-216 
increased importance, 95 
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Fixtures and equipment, 08-82 
for air conditioning, 80-82 
eare of, 93 

increased consideration given to, 68 
lighting lixtures, 75-77 
mechanical, for handling sales 
transactions, 77-78 
in nonselling departments, 
79-80 

in selling departments, 78-79 
purchasing of, 94 
stock, factors to be considered in 
selection of, 09-71 
open display, 71-72 
services of, 68-09 
window display, use of, 390-397 
Floon-cashior systeni, 77 
Fluorescent lighting, 76-77 
advantages of, 77 
defined, 76 
Foot-candle, 75 
Freight, inward, 296, 296 
Freight bills, auditing, 171, 172 
Freight shipments, 172 
receiving record for, 177-178 
tracing, 171, 172 
Fuller Brush Company, 38 
Functions, retailing, 86-87 
Furnituie stores, 268, 326, 331 
Furstenberg, Lena, 473 

G 

General manager in department 
store, 89 

General stores, early, 8-10 
present-day, 10 
rent expense, 331 
George-Dean Act, 468 
Gift certificates, 358 
Gilbert, Jack, 256 
Gimbel Brothers, Inc., 24, 64, 400 
Goods, oonvemonce, 137 
speciality, 137 
Gragg, Charles I,, 166 
Grant, W. T., Company, 31 
Great Atlantic and Pacific Tea 
rinmnn-nv 31 32 


Giethm, Ewald T , 200, 201, 202 
Griflith, John W , 448 
Grocery stores, 101, 271, 331 
Group buying, 153-166 
advantages to store, 163-154 
defined, 153 

dibadvantages of store, 154-156 
method of operation, 163 
objections of inanufacturers to, 
165 

Group mcichandise manageis, 90 
Gimipmg, of related departments, 63 
of retail stores, 60-51 

H 

Hammond, II Edwaid, 70 
Hand-to-mouth buying, 134-136 
advantages of, 135 
conditions that make possible, 134 
defined, 134 

development of, 134-135 
disadvantages of, 135-136 
effect upon method of placing 
Older, 142 

effect of price level upon, 136 
reasons for, 134-135 
Hardware stores, 100, 249, 260, 331 
Harvard Bureau of Business Re- 
search, 325 
Head of stock, 91 
Hearn, James G , Co., 53 
lleiskovitz, Frank, 110 
Hilton, Mane, 445 
Houghton, Dale, 36 
House-to-house retailing, 37 
Hoving, Walter, 267 
Howard, Wm. H , 390, 397 
Hudson, J. L., 23 
Hudson, J. L., Company, 321 
Hummel, O. Leo, 373 
Hutchinson, Kenneth D , 47 
Hutton, Edwaid Luke, 8 

1 

Impulse goods, 46 

Independent sbgle-lina stores, 17-22 
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Independent single-line stores, ad- 
vantages, 21-22 
characteristics of, 18 
disadvantages, 20-21 
specialty shop, 18 
Insurance, 333-336 
basic coverages, 335-336 
bonding of employees, 336 
broker, 333 
burglary, 336 
choice of companies, 334 
coinsurance clause, 335 
collision, 335 

elevator and escalator, 335 

expense of, 312, 318, 319, 333-336 

fire, 334-336 

general liability, 335 

liability, 335 

plate-glass, 336 

robbery, 336 

sprinkler-leakage, 336 

steam-boiler, 336 

theft, 335 

transit, 174, 336 

types of coverage, 334-336 

use and occupancy, 335 

weather, 336 

workmen’s compensation, 336 
Interest, distnbution of, 318, 319 
expense, 310-311 
Interior display, 397-398 
Inventory, 279-304 
accurate, necessity of, 280-282 
average, determination of, 262- 
266 

average cost, as expense proration 
basis, 318 
book, 263, 289-291 
“cutoff,” 285-286 
overage, 291, 293 
physical, 262-264, 282-289 
counting the merchandise, 287- 
288 

defined, 282 
forma, 286-287 

mistakes in, as cause of inven- 
tory shortage, 292 
preparing for, 283-287 


Inventory, physical, when taken, 
282 

purpose of, 279-280 
retail method of, 184, 226, 261, 
262, 294-304 
advantages of, 299-300 
evaluating the, 302-303 
form, 294-298 
installing the, 303-304 
limitations of, 300-302 
operation of, 294 
rotated, 241 

shortages, 216, 228, 291-294 
defined, 291 
causes of, 291-292 
handling, 292-294 
Invoice, apion, 188, 189 
defined, 187 
dummy, 190 

need for control in handling, 187- 
188 

procedure, 187-191 
register, 188, 189 
“retailing” an, 189-190 

J 

Jewel Tea Company, 38 
Jewelry stores, 271, 331 
Job lots, 158-160 
defined, 126, 158-169 
probable selling pnoo of, method 
of determining, 169 
purchasing, 158-160 
reasons for offer of, 159 
Johns, George W., 89 

K 

Kaufman, Arthur O , 466 
Kirstein, Louis E , 401 
Knauth, Oswald, 83 

L 

Laoklen, Jess P., Jr , 470 
Lawrence, S. C,, 429 
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Layout, checking and marking room, 
181-182 
store, 66-67 
Leahy, William J , 304 
Leased department, chain, 31 
Leased depuitments, 101-104 
defined, 101 

dopaitments frequently leased, 
101 

disadvantages of, 102 
leasing contract, provisions of, 
103-104 

reasons for leasing, 101-102 
typos of lessees, 102-103 
Leases, e^piessed in percentage of 
sales, 332-333 
rent, 330, 332-333 
Leigh, Ruth, 2 

Lighting for store, advantages of 
pioper, 72-74 
classihcation of, 75 
effect of walls and ceiling upon, 76 
fixtures for, 76-77 
fluorescent lighting, 76-77 
planning of, 74-76 
window displays, 390-397 
“Loading,” 168 
Ijocation of store, 40-64 
choosing a city or town, 40-44 
a site, 44-64 

M 

McChntock, Miller, 46 
McClure, Barbara, 409 
McNair, Malcolm P , 166 
Macy, R H , & Co , 23, 24 
Mail-order houses, 26-30 
advantages of, 27-28 
chain, 32 

development of, 26 
disadvantages of, 28-29 
resident buying offices of, 147 
retail-store chains of, 29-30 
sales volume of, 27 
testing laboratories of, 168 
types of, 27 

Mandel Brothers, 60-61, 266 


Manuals, store, 403-405 
Manufacturers as sources of supply, 
136-138 

Margin, gross, 208, 209, 261, 262, 
268, 281, 298, 305 

Markdoivns, cancollatiozi.s of, 294, 
296, 297 
dofiueil, 222 

effect of rucrcascd turnover on, 207 
as factoi in pnting, 192, 194 
gross, 204, 297 
planned, 210, 222-227 
planning, desirability of, 224 
m relation to initial markup and 
maintained markup, 207-211 
Market represent at ion, 147-152 
Markets, early, ,5-6 
Marking mcroh.andiso, 181-187 
importanee of pioper marking, 
182-183 

information on piico ticket, 183- 
186 

marking and attaching ticket, 
185 -187 

souree of price infoimation, 183- 
184, 190 

Markup, 204-211 
additional, 296, 296 
caiuiellatiouH, 296, 296 
average., 211, 301-302 
defined, 201-205 
figuring, me,tho(l of, 206-207 
initial, 207-211, 201, 202, 294 
planning of, 211, 210, 227-229 
maintained, 207-211 

differentiated from gross mai- 
giii, 209 

fiom initial markup, 207-209 
purchase, 227 

relationship among initial markup, 
markdowns, and maintained 
markup, 209-211 

Marshall li'ield and Company, 12, 
23, 24, 60, 52, 53, 461, 462, 467 
Mazur, Paul M., 88, 89, 97, 305, 386 
Meat markets, 331 
Memorandum buying, 164-166 
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Meichiindisp, budget (see Merchaa- 
diBO plan) 
caie of, 93-94 
cihooking, 178-181 
classification of, 99-101, 246-247, 
301, 303 

coiitiol, 95-90, 312-268 
counselois, 90 
division, 89-91 
fashion, buying of, 132-134 
“sampling,” 133 
shipment of, 171 
insuiiug quality in, 167-158 
inventoiy, 279-304 
manager, 89-90 
marking, 181-187 
plan, 212-236 
defined, 212 
elements of, 216-231 
and expense budget, 323 
forms, 234, 235 
object of, 212-214 
objections to, 234—236 
requisites of good, 214-216 
pi icing, 192-211 
quality, checking of, 181 
leceivmg, 170-191 
re-marking, 187 
routing, 171-172 

shopping (see Compaiison shop- 
ping) 

Blow-scllnig, 185, 238, 239, 272- 
277 

staple, buying of, 132 
testing, 158 

turnover (see Stock turnover) 
typos of, store policy regaiding, 
127 

Meicliandise counselois, 90 
Meioliaiidiso division, 89-91 
buyers, 90-91 
(See also Buyers) 

divisional merchandise managers, 
90 

duties of, 88 

Mordiandiso Tiiminger, 89-90 
Merchant, enily inoauing, 7 
Morriam, Malcolm L , 444 


Miller- Tydings Act, 199-200 
Mitchell, Robert V , 10 
Model stock, 240 

Montgomery Ward and Company, 
27, 30 

N 

National Cash Register Company, 
The, 85, 98, 203, 265, 271, 321, 
325 

National Retail Diy Goods Associa- 
tion, 88, 89, 129, 178, 221, 226, 
226, 271, 287, 295, 304, 309, 321, 
325, 452 

National Retail Hardware Associa- 
tion, 249, 314-316, 326 
expense-control form ot, 314-310 
Newspaper advertising, 370-373 
Nordstrom, Lawrence S , 453 
Northwestern University, 256 
Nyberg, Aivid H , 13 
Nystrom, Paul H., 4, 57 

0 

O’Brien, John E , 69, 71 
Occupancy expense, 313, 314, 322, 
323 

“On” percentage, 166-166 
One-prioe policy, 157, 203-204 
Open-to-buy, 231-234 
Order, chocking invoice with, 189 
shipment mstruotions on, 169 
Order blanks, 169 
Order checker, 189 
Ordinaiy dating, 161, 163 
Orgamzation, 83-105 
advantages of, 84 
chart of a small store, 98 
defined, 83 

departinentizmg, 98-101 
depaitment-store, 88-97 
variations and changes in, 96-97 
functional divisions, 88-96 
finance and control, 95-96 
merchandise, 89-91 
publicity, 92 

store-management, 92-95 
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Organization, m large stoies, 88-97 
leased departments, 101-104 
legal forms of, 84-85 
Mazur plan of, 88-89, 97 
need for, 83-84 

principles of sound orgamzation, 
86-86 

retailing functions as basis of, 
86-87 

small-store, 97-98 
store organization as a whole, 
104-105 

Outlying biancli stoies, 52-54 
Outside salesmen, 354-355 

P 

P. M ’s, 276-277, 310, 478 
Parkhurst, Jeannette, 459 
Parrish, Amos, 367 
Partnership, 85 
Patronage discount, l60 
Pay-roll expense, 309, 310, 329-330 
Period discounts, 166 
Personal shopping service, 355-356 
Personnel director, duties of, 94 
Personnel work, 457-480 
oompensatioii, 473-479 
characteristics of good wage 
plan, 473-474 
employee discounts, 479 
plans, typos of, 475-479 
special incentives, 478-479 
employee relations, 470-473 
economic activities, 472-473 
education, 472 
recreation, 471-472 
retail store unions, 470-471 
employee service, 470 
employment, 458-461 
application blanks, 459-460 
aptitude tests, 460 
job analysis, 469 
physical examinations, 461 
references, 460 

sources of applicants, 468-469 
promotions, 461-462 
research, 479-480 


Personnel work, safety and health, 
469-470 

scope of, 457-458 
training, 462-469 
additional, 465-469 
advanced, in salesmanship, 466 
of junior omploycos, 466-468 
new employees, 402-465 
“sponsor system" of, 463 
store manuals, use of, 463-465 
Phillips, C F , 36 
Pilat, William J , 455 
Plan, buying, 145, 155-156 
contiibutioii, 321-323 
merchandise (see Merchandise 
plan) 

Potential trade territory, 42 
Premium money, 276-277, 310, 478 
Preietailiiig, 190 
Price, customary, 192, 195 
mfonnatiou for marking, source 
of, 183-184, 190 
legal restrictions upon, 198-202 
lining, 128-120, 156, 106-197 
odd prices, use of, 197-198 
onc-pncp policy, 157, 203-204 
psychological effect of, 197-198 
tickets, 182-187 
vanahlo-priuo policy, 204 
zones, 129 

Price lining, 128-129 
advantages of, 128-120 
defined, 128 

ofloot upon buying, 129, 156 
as a factor in pricing, 196-197 
limitations from a priouig view- 
point, 190-197 
Pricing, factors in, 192-203 
competition, 196 
cost, 193, 201-202 
customary prices, 195 
desirability of article from cus- 
tomer viewpoint, 194^196 
elasticity of demand, 195, 203 
legal restrictions, 198-202 
possible markdowns or shrink- 
age, 194 

price linos, 196-197 
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Priciag, factors in, psychological 
effects of pnccs, 197-198 
turnover, rate of, 193-194 
importance of proper, 192, 270 
miproper, as cause of slow-aelhng 
inerohandiso, 273 
merchandise, 192-211 
nature of, 202-203 
one-price policy, 157, 203-204 
variable-price policy, 204 
Professional services, expense, 312 
Profit and loss statement, 280, 281, 
322 

Promotions (see Personnel work) 
Publicity, division, duties of, 88, 92 
expense, 313, 314, 322, 323 
manager, 92 

(See also Advertising, Sales 
promotion; Window display) 
Purchase forms, 169 
Purchase limits, 229-234, 271 
Purchase markup, 227 
Purchases, cost, as basis for prora^- 
tion of expense, 318 
planned, 229-231 

Q 

Quantity discounts, defined, 166 
effects of Robinson-Patman Act 
upon, 166 
forms of, 166 

free goods as form of, 166-167 

E, 

Radio advertising, 376-377 
Ratcliff, Richard W., 50 
Ratio, stock-sales, 221-222 
Real Silk Hosiery Company, 38 
R. 0. G (receipt of goods) datmg, 
162-163 

Receiving manager, 170, 171 
Receivmg merchandise, 170-191 
steps in, 177-187 
Receiving procedure, 176-187 
Receiving record, 177-178 


Receiving room, 176-177 
location of, 176 
need for, 175-176 
responsibility for, 93-94 
Records, card, stock-control, 260- 
263 

receiving, 177-178 
umt-control, 250-254 
Reductions, 222, 229, 230, 295, 297 
Rent, distribution of, by floors, 
819-320 

by sections of a floor, 320 
expense, 310, 330-333 
prorating of, 319-320 
in terms of sales, by kind* of 
business, 331 
leases, 330, 332-333 
expressed m percentage of •ales, 
332-333 

Rental values, 52 
Repairs, expense, 311-312 

store-management division, re- 
sponsible for, 93 

Resale-pnce-mamtenanoe legislation 
(See Fair-trade acts) 

Resident buying, 147-160 
defined, 147 

offices, types of, 147-148 
services of, 148-150 
Resource file, 139-140 
Reslauiants, 81, 331 
Retail grouping, 60-51 
Retail method of inventory, 29A-304 
Retail mortality, 13-14 
Retail statistics for 1939, 17-19 
Robmson, 0. Preston, 97, 170, 334, 
335, 404, 443, 467, 462 
Eobmson-Patman Act, 166 
Routmg merchandise, 171-172 
Rules for store employees, early, 11 
Ruttenberg, Selma, 63 

S 

Safety and health, 469-470 
Salaries (m Pay roll) 

Sales, cash, method* of handling, 
77-78 
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Sales, “costing of,” 290 
manager, 97 
planned, 216-219 
volume of, as basis of expense 
proration, 317-318 
Sales manager, 97 
Sales promotion, 337-360 
basement stores, 351-353 
calendar, 348-349 
cooperative ciTort, 358-359 
dealer helps, 358 
demonstrations, 356 
gift certificates, 358 
importance of, 338 
meaning of, 337-338 
miscellaneous founs of, 360 
outside salesmen, 354-355 
personal shopping service, 365-356 
planning the, 348-351 
special promotional periods, 347- 
348 

special sales, 338-347 
advantages of, 340 
disadvanlagea of, 340-343 
planning, 348-361 
state and municipal regulation 
of, 342 

store-wide vs. departmontal or 
sectional sales, 343-345 
types of, 338-310, 345-347 
store distmctivoness as form of, 
359 

telephone selling, 353-354 
trading stamps, 367-358 

(See also Advertising, Sales- 
manship) 

Sales talk, 417-419 
Salesmanship, 399-424 
answering objections, 419-420 
beginning the sale, 414-417 
changing attitude ol, 399-400 
closing the sale, 420-421 
essential qualities of salespeople, 
404-407 

general appearance of salesman, 
as factor in selling, 402-404 
imnortanoa of retail, 400-402 


Salesmanship, knowledge of merchan- 
dise, importance of, 407-409 
means of mcreasmg, 409-410 
selling points of an article, 410-411 
sizing up custoiuers, 411-414 
suggest ivo selling, 421-424 
Ihiee facton m selling, 402 
Salespeople, ability to size, up cus- 
tomcis, need foi, 411-414 
as aid m pneing, 101 
appearanec of, as a factor in 
selling, 102-404 

cooperation of, in store adver- 
tising, 388-389 

knowledge of goods, importance 
of, 407-400 

means of increasing, 409-410 
outside, 354-355 
qualities essential in, 401-407 
leprescntiitives of the stoic, im- 
portance as, 400-401 
m wmdow-display piomotion, 
391-392 

Schmaly, (lari N , 222 
Rears, Roebuck, and Co,, 27, 29, 417 
Season dating, ltU-102 
Section manage!, 91 
Selling ualendai , 222 
Selling departmonts, location of, 
59-05 

Selling expense, 313-314, 322, 323 
SorviccH, eii.stomur, 01 
purchased, expense, 311 
(Sec also Credit) 

Shanks, E W,76 
Shipping teims, 160, 173-174 
Shoo slorcb, 100, 331 
Shopping goods, 45 
Shopping news, 377-S7S 
Shops, eaily, 6-7 
Shortages, cashier, 311 
stock, 210, 228, 291-294 

(See also Invontory shortages) 
Slow-selling merchandise, 185, 272- 
277 

causes of, 273-274 
defined, 272 

reducing amount of, 274.'-277 
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Slow-selling merchandise, report on, 
276 

responsibility for, 272-273 
revealed by unit-control system, 
238-239 

Soda fountains, 81, 101 
Sole piopnotorsbip, 84-85 
Spoe.ialty goods, 46, 137 
Stackhouse, Wayne H , 43 
Starr, G W , 13 
Sterner, G A , 13 

Sti\, Baer and Fuller Company, 54 
Stock control, 237-258 

(/See also Mei cliandise plan) 
caul, 251-253 

as ineansi of increasing turnover, 
269-271, 274 

Stocks, adecpiate, 219-220, 240 
forward, 187 
model, 240 

planned, 130-131, 216, 219-222 
as basis for buying, 130-131 
Store front, 55-57 

Store-management division, duties 
of, 88, 92-95 

store nianagei oi supenntondent, 
93-94 

Store organization (see Organization) 
Store policies, 126-130 
defined, 126 

importance of, to the buyer, 126, 
141 

one-pnee policy, 167, 203-204 
place of the store and its mer- 
chandise in the fashion cycle, 
127-128 

price lining policy, 128-129 
type of clientele to serve, 126-127 
typos of merchandise to carry, 127 
Store principle, 126 
Strawbndgo and Clothier, 63 
Straus, Edith, 55 
Style, defined, 135 
Suggestive selling, 421-424 
Supermarkets, 36-37 
leased dopaitments in, 101 
Supplies, expense, 311 
purchasing of, 94 


System, accounting, need for, 323- 
324 

broadcastmg, internal, 79 
carrier, 78 
cash-register, 77, 78 
floor-casliier, 77 
store, 265 

T 

Tannebaum, Robert, 202 
Taxes, distiibution of, 318, 319 
expense, 310 
Teelc, Stanley F , 166 
Telephone selling, 353-354 
Terms, net-term penod, 160 
of sale, 160-168 
shipping, 169, 173-174 
term-discount file, 160 
vanouB cash terms, 164 
Testing laboratory, 158 
Ticket, price, information on, 183- 
186 

marking and attaching, 186-187 
necessity of, 182—183 
types of, 186 

Trade discounts, defined, 165, 166 
excessive cash discounts are, 168 
figuring, 165-166 
reasons for, 166, 166 ' 

Trade tenitory, 42-44 
Trading posts, American, 7-8 
Trading stamps, 357-358 
Tiading up, 122-123 
Traffic clerk, 171-175 
Traffic management, 170-175 
Traffic manager, 170, 171 
Traffic arteries, 46 
classifications, 47 

Trainmg new employees (see Per- 
sonnel work) 

Transfers, in, 297 
out, 297 

Transit insurance, 174, 336 
Traveling expense, 311 
Trost, John R , 326 
Tube system, 78 
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Turnover, capital, 269-260, 261 
atook, 260-278 

average rates of, 265 
considered in planning stocka, 
210-221 

dangers in rapid rate of, 277-278 
defined, 259 

evaluating rate of, 271-273 
as factor in pricing, 102-194 
figuring, 260-2G5 
how to increase, 209-272 
increasing, advantages of, 266- 
269 

and net profit, 207-269 
Twentieth Centurj'^ Fund, 329 
Type of goods, 45-46 

U 

Unclassified, expense, 311 
Unfair-practices acts, 198-199, 201- 
202 

Unit control of stock, 237-268 
advantages of, 238 
card, 251-253 
defined, 238 
inaccuracy in, 254-258 
introduction of, 249- 260 
limitations of, 267-268 
plannmg, 240-249 
leoords, 260-251, 253-254 
reports, 256-267 

system, information shown by, 248 
types of, 241-246 

V 

Valuation, of fixtures and equip- 
ment, as expense proration 
basis, 319 


Valuation, of space in different parts 
of store, 319-320 
occupied, as expense proration 
basis, 318 

Variable-price policy, 204 
Variety stores, 331 
Vendors, returns to, 177, 248, 253, 
264 

Vollker, Paul 11 , 460 
Voluntary chains, 35-36 
■central buying by, 150, 163 

W 

Waddle, J. W., 428 
Wages, 329-330 

(See also Pay-roll expense, Per- 
sonnel woik, compensation) 
Walter, L Rohe, 373 
Wanamaker, John, 12, 399 
Ward, Aaron Montgomery, 12, 26 
Wholesaler’s chain, 31 
Wholesalors, us smiree of supply, 
136-13M 

Window display, 300- 397 
Wiudowlcbs stoics, 74-75 
Wingate, John W , 91, 125, 128, 131, 
148, 150, 152, 154, 155, 165, 168, 
174, 204, 220, 32,1, 376, 478 
Wise, Miriam Birge, 470 
Wolfe, Geraldine, 408 
Wolf, Harry Doan, 63 
Woolworth, Frank W., 12, 45 
Woolworth, P. W,, Company, 13, 31 
Wright, Richardson L , 8 

Z 

Zimmerman, M. M , 36 



